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Editorial Comment 


As this issue is being made up, word is received 
The Late of the death in Toronto on 12th February 1947 
George of George Edwards at the age of 86. Mr. Ed- 
Edwards wards became a member of the Institute of 

Chartered Accountants of Ontario in 1889, 
served four times as president of that Institute and was 
made a life member in 1902. He was-made an honorary 
member of the Saskatchewan and Alberta Institutes in 1911 
and 1927 respectively and a life member of the Manitoba 
Institute in 1926. He served as president of The Dominion 
Association of Chartered Accountants in 1911-12. 

A further biographical sketch will appear next month. 
Our sympathies are extended to his daughter and his five 
sons, three of whom, H. P. Edwards, A. G. Edwards and 
O. N. Edwards, are members of the Association and part- 
ners of the firm of Edwards, Morgan & Co. 


While it is true that Bulletin No. 1 of the Ac- 
Trust counting and Auditing Research Committee 
Companies sets out minimum standards of disclosure in 
the financial reports of manufacturing and 
mercantile companies only and excludes companies of a 
special nature such as banks, trust companies, railroads, 
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public utilities, etc., it does seem that many of the points 
made in the Bulletin could be and should be applied in these 
special cases. There is little reason, for example, why that 
portion of a trust company’s balance sheet commonly called 
Capital Account or Corporation Account, that is, the section 
dealing with the shareholders’ investment in the company, 
should not be subject to the provisions of the Bulletin in 
so far as it applies to current assets and all liability ac- 
counts. 

One trust company’s printed annual report, which is be- 
fore us, is typical of most and we see amongst the Capital 
Assets certain values of securities broken down into three 
classes, Dominion and Provinces of Canada, Municipal De- 
bentures and Canadian Corporation Bonds and Debentures. 
No indication is given of the market values of these securi- 
ties and nowhere in the printed document is there any state- 
ment of what the amounts set against these classifications 
represent. We should like someone to give us a good reason 
why some detail of the actual value of these securities 
should not be shown. One would suppose that this informa- 
tion should very properly be disclosed to the shareholders 
and to depositors. 

This same company’s profit and loss account, apart from 
the balances brought forward and carried forward, dis- 
closes three items only; the customary “net earnings for the 
year after providing for this and that and all other charges’, 
“dividends paid’ and “income and municipal taxes other 
than taxes on real estate”. The net result for the year is 
a small increase in Profit and Loss Account. But the re- 
port of the Board of Directors contains the following state- 
ment “During the year profits of $56,299.88 were realized 
from the sale of Capital Assets and Investment Securities, 
which together with $23,700.12 transferred from Contin- 
gency Reserve, were appropriated to increase the Reserve 
Funds from $320,000 to $400,000.” There seems to be some 
subtle distinction here between “net earnings” and “profits”. 
We are also intrigued by the efficiency with which an ap- 
praisal has been made of the outstanding contingency, be- 
cause that Reserve now stands at a credit balance of $10,- 
389.30, no more and no less. 

A further statement is made by the Directors that 
“Bonds and other liquid securities amounting to $5,751,- 
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234.62 which are carried on the Company’s books at less 
than their market value are over 101% of Savings Deposits 
and Guaranteed Investment Certificates combined’’. This is a 
true statement if one includes cash balances as liquid se- 
curities and if one presupposes that, to make all this amount 
available to savings depositors and holders of guaranteed 
investment certificates, the shareholders must deliver over 
all cash and securities and loans on bonds and stocks to 
these secured investors in exchange for all the first mort- 
gages in which the secured investors’ funds have been in- 
vested. Our objection to this statement is that the share- 
holder reader will glance over it assuming that all that is 
being talked about are the specific investments of the se- 
cured investors’ funds. If he thinks further, he might as- 
sume that there was an amount of slightly over 1% of the 
figure quoted which might be profit to be transferred to 
shareholders’ or capital account. Further, to come back to 
the original thought, while we now know that the book value 
of securities is less than the market value, we are given no 
idea as to whether or not the difference is significant. 

Our reaction to this printed report, from the point of 
view of disclosure of information only, is not a favourable 


one. We believe that the annual race to get these reports 
into the hands of the public is at the root of the trouble. 
The directors and auditors signed their certificates ten and 
eleven days after the close of the fiscal period; this period 
included one legal holiday and one weekend. We suggest 
to all concerned that this is an undignified practice, unfair 
to both the staff of the company and the auditors. 


For a number of years in the late twenties 
Principles and early thirties this writer was privileg- 
ed to have as a member of the temporary 
staff during winter months, a man who 
was a loyal and willing worker and who 
would take on any duty delegated to him at any time with 
one special exception. We never did learn the particular 
reason for the exception—certainly no religious principle 
was involved in the particular case. His rule was that from 
Saturday at one until Monday morning at nine was his own 
time. No employer, whatever the emergency, could buy, 
beg, borrow or steal his loyalty or interest or even physical 
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presence at a place of employment during those weekend 
hours. That time was his to do with as he wished and 
any work or even casual discussion by way of shop talk 
was to be carefully avoided. When a weekend was to be 
spent away from home, he would go to the hotel and wait 
fot the rest of us to come to our senses. He did not disap- 
pear or avoid our company so long as we disassociated 
ourselves entirely from any work or study along profes- 
sional lines. He had a principle and he stayed with it. 
Time apparently lost through adherence to it was more 
than made up by willingness and concentration at other 
times. Any senior who did not appreciate and honour his 
point of view was persona non grata; those who let him 
have his way and did not argue or even discuss it with him 
found him a most useful and loyal associate. Would that 
more of us could establish a principle and hold to it as 
firmly as he did. He had many qualities, but that one 
will remain with this writer for many a day. We do not 
recall discussing New Year’s Day, but we can imagine what 
his answer would have been. 

At the other end of the scale, we recall a temporary 
employee who was of a serious frame of mind and had 
little sense of humour. On a famous morning he excused 
himself at eleven o’clock as he had to see a man about a 
dog. We wondered a bit and, when he did not return after 
a decent interval, a search was made for him to no avail. 
Just as we were going out for lunch, he returned carrying 
a cocker spaniel puppy and announced that he was going 
to take it home during his lunch hour. 


We are grateful to a number of readers who have 
Errata pointed out an error in the Dominion Tax 

Payment Schedule included as a fly-sheet in our 
January 1947 issue. The filing date for Form TD2 is 
seven days after the close of the month in which the tax 
deduction is made not “one week after payday” as shown 
in the schedule. 

A considerable number of requests have been made for 
offprints of the schedule. These are now available, with an 
appropriate correction for the above-mentioned error at 
5 cents per copy. 
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One frequently searches for a word or a phrase 
The which will express concisely the thought one 
English has in mind. The phrases “skating on thin ice” 
Language or “sailing too close to the wind” are ofttimes 

used as an idiomatic way of saying that the 
disguise of a transaction is too thin to accomplish an other- 
wise improper or undesirable purpose. We note on page 174 
of “The Journal of Accountancy”, February 1947, a neat 
expression of the same kind. “The relations... are, in our 
opinion, too close to be insulated by any such artificial ar- 
rangement.” 

On the other hand, there are many words in good diction- 
aries which grate or which we would not believe proper 
without looking them up. An instance appears in the next 
page of the same issue of “The Journal of Accountancy.” 
“The method . . . would be material only as indicating or 
negativing the conclusion ....” If one has to use a word 
of that derivation, does not negating sound better and mean 
the same thing? Personally, we would have used denying. 

Lest we be accused of complimenting or decrying (i.e., 
of negativing, or indicating, criticism of) an accounting as- 
sociate, we report that this note is based on words and 
phrases contained in an opinion of the American Bar As- 
sociation’s Committee on the Unauthorized Practise of the 
Law. 

There appears also in that issue a useful article by H, C. 
Hasbrouck entitled “Common Errors in the Use of English 
by Accountants”. If we might add one thought, and not re- 
strict it only to accountants, it would be to use simple and 
well-known words rather than the cumbersome, harsh or un- 
usual. There is no sense in making your reader run to a 
dictionary to find out what the word means or to learn 
whether or not there really is such a word in the language. 
Having said this, the editor is now fair game for all ad- 
versaries. 
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Co-ordination Between Public Accountants 
and Internal Auditors 


By Weston Rankin 
New York, N.Y. 


_— are probably few words in the English language 
- Which were so abused during the war years as the 
word “co-ordinate”. Those of us who spent some time in 
Washington remember how it was always deemed necessary 
to appoint someone to “co-ordinate” any joint activity which 
was considered important enough to warrant completion. 
It should not, however, be necessary to appoint a co-ordin- 
ator to secure effective joint action between internal auditor 
and public accountant. The self-interest of both in suc- 
cessful completion of the duties assigned to each should 
be sufficient. Co-ordination will follow if there is real co- 
operation between the internal auditor and public account- 
ant and by that I mean co-operation in practice as well as 
in theory. Co-operation is not a one-way street. The public 
accountant should do everything within his power to make 
the work of the internal auditor a success; similarly, the 
internal auditor will find that whatever he can do to assist 
the public accountant will be of benefit also to him. 

There is no one person or group of persons who can in a 
brief paper or series of lengthy addresses provide the magic 
formula which is needed to insure complete co-ordination. 
This is true because the organizations of various corpora- 
tions and the conditions under which examinations of the 
accounts are made by internal auditor and public accountant 
differ so widely. 

In this article, I hope to present a few ideas on what 
I feel it is proper for the internal auditor to expect from the 
public accountant in the line of co-operation and vice versa. 
I think that it might also be of interest to review some of 
the factors taken into consideration by the public accountant 
in reaching his decision as to the desirability of variation in 
the scope of his examination which may appear to be war- 
ranted in view of the work performed by the internal au- 
ditor. 

In the case of the small corporation it is relatively simple 
to obtain a high degree of co-ordinated effort between the 


Reprinted from “The Journal of Accountancy”, January 1947. 
122 





PUBLIC ACCOUNTANTS AND INTERNAL AUDITORS 


internal auditor and public accountant. Under such circum- 
stances the internal auditor and the assistant in charge of 
the examination by the public accounting firm are generally 
well acquainted with each other and can plan their work 
to utilize to the utmost the jointly expended effort. Any 
remarks I might make on the subject of co-ordination would 
seem pointless, therefore, when applied to corporations of 
such size. Consequently, I shall, in my comments, take it 
for granted that our common employer and client is a 
medium or large-sized corporation having numerous places 
of business, an adequate accounting system, and generally 
operating through a divisional or subsidiary-company ar- 
rangement. 

Let us assume for the moment that our hypothetical cor- 
poration has established for the first time an internal audit- 
ing staff. What assistance should the head of that staff 
expect from the independent public accountant? Will he be 
allowed to sink or swim by his own efforts or will he be led 
by the hand through the difficulties of the initial period of 
operations? Fortunately, the choice does not lie in either 
extreme but rather in a middle course. The public account- 
ant should always be ready with counsel whenever his ex- 
perience will be valuable. He should not try to dictate 
methods of operation for the internal auditor. The function 
of the latter is administrative and that of the former is 
quasi-judicial; there should be a clear-cut demarcation in 
responsibility. True independence of the public accountant 
should not be compromised. If there is mutual co-operation 
between the internal auditor and public accountant, the re- 
lationship between them will be a smooth-working one with 
complete understanding by each of the duties and obliga- 
tions of the other. If the public accountant attempts to im- 
pose his ideas upon the internal auditor or if the latter re- 
fuses to consider pertinent suggestions by the public ac- 
countant the result will be harmful. 

Reliance on the Internal Auditor 

To obtain the most complete co-ordination it must be 
possible for the public accountant to utilize to the greatest 
degree the work of the internal auditor. Just what criteria 
does he apply in reaching an opinion about the extent to 
which he may accept the internal auditor’s work?” First, he 
wishes to know that the personnel assigned are quantitative- 
ly sufficient to assure satisfactory completion of the work. 
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There are few things so destructive of confidence by the 
public accountant as the knowledge that the internal audit- 
ors are overloaded with duties. Naturally, he must be satis- 
fied with the technical competence of members of the in- 
ternal auditing section. He is greatly interested in the 
methods of selection of personnel for that group. There is 
no doubt that affiliation with such a staff is an ideal training 
ground for the potential administrator or executive but the 
results will be unfortunate if the entire internal auditing 
group is selected with that one purpose in mind. There 
should be a leavening of personnel who will be able to carry 
on through an extended period the principles and procedures 
adopted.’ Rotation on assignments should be insisted upon 
—not only rotation by location but also by type of work as- 
signed. The public accountant will wish to know whether 
the personality of those assigned to the internal auditing 
staff is such as to insure a healthy, cautious scepticism as 
to the explanations given by management and employees. 
If the internal auditor accepts without question all state- 
ments made to him, then the company officers and employees 
will soon learn that the easiest or most obvious explanation 
will be the appropriate one. The value of proper considera- 


tion of such answers cannot be seh na 


Another thing which the publi ntant will wish to 
know is whether adequate working papers on the examina- 
tions by the internal auditors are being prepared. Adequate 
means neither voluminous nor sparse but rather appropriate 
for the purpose. They should be neatly and legibly pre- 
pared in condensed, well-chosen language.* The public ac- 
countant will want to know whether the programs are well 
conceived and well executed. All the steps proposed to be 
taken should be signed for in the program or an explana- 
tion given for the lack of compliance. The working papers 
should not contain schedule after schedule of data which do 
not bear directly upon the examination nor should they con- 
tain voluminous data copied from the accounts. Most public 
accountants found during the war years that much auditing 
work could be performed directly with the use of clients’ 
records, thus avoiding the expenditure of great effort in the 
preparation of schedules. Similarly, the public accountant 
is interested in knowing that certain auditing steps are not 
being performed just for the sheer joy of checking. Use- 
less detail auditing is a waste of manpower, as well as an 
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extreme annoyance to those whose books are being audited. 
It is an indication of lack of thought in organizing the ex- 
amination. 

“Another criterion by which the public accountant will 
reach his conclusions as to the value of the internal audit- 
ing work will be the report submitted. It is certainly worth- 
while to spend the very few hours necessary to prepare a 
readable, informative report. upon_any work sufficiently _ 
important to warrant its being carried out. Some execu- 
tives may prefer that the report take the form of a sum- 
mary. There should be no objection thereto on the part of 
the public accountant if the program of examination is so 
standardized that the scope can be implied. The report 
may also take the form of a memorandum which will set 
forth only highlights of the examination or even the ex- 
ceptions taken to certain practices or deviations from es- 
tablished procedure. Here, again, the scope of examina- 
tion may be implied. Others may prefer to receive a detail- 
ed report on the examination, setting forth account by ac- 
count or possibly by groups of accounts, the auditing pro- 
cedures applied, the results obtained, deviations from pro- 
cedures disclosed by the examination, and perhaps sugges- 
tions for improvement. At this point I would like to inject 
two minor don’ts. Don’t use jargon and don’t clutter _up_ 
the report with minor exceptions or suggestions. Whenever 
the public accountant reviews a report written in highly 
technical language or language which is idiomatic in the 
particular company or industry, he finds it difficult to obtain 
a clear conception of the work performed because he is 
devoting all of his energies to paraphrasing into a form 
understandable to him the text of the report so written. 
As for the minor exceptions and suggestions, it is the old 
case of the forest and the trees. Such exceptions and ‘sug- 
gestions will always be accepted more graciously by em- 
ployees if they are presented informally, and the sugges- 
tions are much more likely to be followed. _ 

In addition to considering personnel, reviewing working 
papers, and reading reports, the public accountant will gen- 
erally wish to satisfy himself that the practices and pro- 
cedures said to have been followed by the internal auditors 
are, in fact, being carried out. The internal auditor should 
not expect the public accountant to accept such statements 
on faith. He should expect from the public accountant an 
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air of cautious but friendly interest in what he is doing 
and how he is doing it. Every good internal auditor will 
examine facts given him in the light of his experience with 
the persons acquainted with those facts; he will weigh and 
assay them, and if in the past he has found information 
proferred by those individuals to be forthright and correct 
he will accept it. So it is with the public accountant. The 
readiness with which he accepts the work of the internal 
auditor will be measured by experience. The internal au- 
ditor should not take offense at this scrutiny by the public 
accountant. Indeed he should welcome it. Helpful sugges- 
tions may. result. 

The impact of a fresh point of view may bring to light 
a phase of the work which might otherwise be overlooked. 
Just as the internal auditor is interested in knowing that 
the methods of internal control are operating properly with- 
in the company, so is the public accountant interested in 
knowing that the scope of examination proposed to be made 
by the internal auditor is actually fulfilled in the proper 
manner. The public accountant may perhaps be invited 
to attend the meeting at which the points arising as a result 
of the internal auditor’s examination may be discussed. He 
will generally find it most valuable to gain a knowledge of 
the matters in which management is interested—something 
which in the normal course of his examination might other- 
wise remain unknown to him. The public accountant will 
want to know that adequate consideration is being given to 
the dates and frequency of examinations by. the internal 
auditors. If, year after year, particular locations are visit- 
ed at the same season, or if the lapse of time between ex- 
aminations is so uniform as to fall into a pattern, he may 
wish to suggest a change in practice. 

Methods of Co-ordination 

It may be well to consider the form in which co-ordina- 
tion of work between internal auditor and public accountant 
may take place under various circumstances. Probably the 
most obvious form of co-operation is the joint audit. This 
bears a similarity to the not infrequent practice in England 
of appointing two accounting firms to make a joint exam- 
ination of a company’s accounts. Before the commence- 
ment of the examination it is necessary to arrive at a satis- 
factory division of the work if it is to be carried out with 
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the maximum efficiency. There is one distinct advantage to 
the practice in that it gives both groups of accountants a 
complete picture of the situation at the time of each exam- 
ination. There is, of course, a disadvantage in that the re- 
sponsibility of the public accountant to the shareholders is 
such that it becomes very difficult to divide the work be- 
tween the two groups in a manner which will produce 
worthwhile benefits. 

A variation of the joint-examination procedure has 
been adopted to a considerable extent by arranging to have 
the internal auditors make an examination of a particular 
branch or division or subsidiary company at an interim date 
and to have the public accountants use the working papers 
and reports on this examination in connection with their 
year-end work, Conversely, in some cases arrangements 
have been made for the public accountants to make the in- 
terim examination and to review the working papers and re- 
port of the internal auditors on the examination of the ac- 
counts at the year end. These practices are of particular 
value when the operations of the company are relatively 
stable. They are not so useful when there are substantial 
variations in operations between periods. 

Another example of joint effort is the arrangement be- 
tween the internal auditor and the public accountant for a 
division of audit work upon balance-sheet or profit-and-loss 
accounts. In the past this has taken the form, in a great 
majority of cases, of assignment to the internal auditors 
of work upon cash or accounts receivable. Results of this 
procedure have, in general, been favourable. It seems, how- 
ever, that we are missing a great opportunity in not further 
extending the procedure. The examination of such accounts 
as inventories, properties, deferred charges, reserves for 
state and municipal taxes, and the profit-and-loss accounts 
in general seem to be particularly appropriate for the in- 
ternal auditors because of their experience and detailed 
knowledge of company manufacturing and other practices. 

Another form of co-ordination is particularly useful in 
the case of corporations having a very large number of lo- 
cations at each of which the operations are unimportant in 
relation to the total enterprise. Under such circumstances 
it is a frequent practice of public accountants to visit each 
year certain selected locations as a test of the efficiency with 
which the procedures for recording transactions at such 


Marcu 1947 127 





THE CANADIAN CHARTERED ACCOUNTANT 


isolated places have been set up and carried out. If ar- 
rangements can be made to have a representative of the 
internal auditing staff present when the representative of 
the public accounting firm visits such test locations, the 
former’s detailed knowledge will permit a much more effi- 
cient and thorough examination by the public accountant. 
In many cases, too, it will be found valuable to have the in- 
ternal auditor visit a particular location the accounts of 
which may not, in relation to the total enterprise, warrant a 
visit by a representative from the public accounting firm. 

/ Because of their availability it is frequently desirable 
to arrange with the internal auditors to carry out jointly 
work which requires almost constant attendance at the 
client’s offices and proximity to the accounting records. A 
case in point is the procedure which has frequently been fol- 
lowed of arranging with the internal auditors to follow up 
differences reported by customers in connection with the 
circularization of accounts receivable. Similarly, inventory 
differences disclosed as a result of making a physical count 
may very profitably be assigned to the internal auditors for 
investigation. During the course of his examination the 
public accountant frequently finds evidence of deviations 
from accounting practices and procedures as formulated by 
top management. Because of their knowledge of such prac- 
tices and procedures as prescribed for use by the company, 
this is a logical assignment to the internal auditors. In 
many cases, too, the services of the internal auditor are of 
great value in the preparation and maintenance of files of 
accounting procedures and other permanent files. In view 
of the mutual interest of public accountant and internal 
auditor in this particular phase of activity, the results ob- 
tained will prove to be a good investment in terms of effort 
expended. At times the public accountant during the course 
of his examination will take exception to a particular prac- 
tice on the part of his client which results in a weakening 
of the system of internal control. Occasionally in such cases 
the client will feel that the additional cost involved in 
tightening the procedures is not warranted and it may be 
profitable to have the internal auditors perform such ad- 
ditional work as may seem necessary to protect against the 
weakness. In large companies with hundreds and even 
thousands of employees it is not practicable for the account- 
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ants to carry out extensive detailed checks of payrolls and 
payroll procedures at all locations. It is a logical step to 
arrange jointly with the internal auditors for division of 
work on such accounts. 
Problems in Co-ordination 

It may be of interest to bring forward a few technical 
problems which are involved in the question of the co-ordin- 
ation of activities between the internal auditor and the pub- 
lic accountant. As an example of such a problem there is 
the question involved in the lending of the public account- 
ant’s working papers to the internal auditor. The public 
accountant is bound by an obligation to his client to pre- 
serve the integrity of his working papers for they are the 
only physical evidence he has of the completion of his ex- 
amination. However, there will be occasions when the loan 
of such papers to the internal auditors will assist the latter 
in the performance of their work. The public accountant 
will be glad to co-operate in lending his papers under such 
circumstances, but it must be left to him to decide what 
papers can be loaned v" ‘iout prejudicing his obligation. 

One of the princip.' questions which must be resolved 
whenever the internal auditing staff is established and work 
programs laid out is whether or not certain phases of the 
company operations will be exposed to too much auditing. 
It is undesirable to expend effort to an extent greater than 
the value to be realized therefrom. At its extreme, audit- 
ing can be a positive hindrance to the company’s operations. 

It has in the past in many cases been found profitable 
for the public accountant to utilize during the busiest por- 
tion of his regular examination the services of members of 
the internal auditing staff in the preparation of schedules, 
following up differences, and other such work. All, of course, 
must be done under his supervision if he is to maintain the 
independence of action which is essential. \ It may frequent- 
ly be found desirable during the less busy periods for rep- 
resentatives of the public accounting firm to work side by 
side with the internal auditing staff. This is a particularly 
desirable method of gaining an insight into the difficulties 
faced by the internal auditor, the procedures followed, and 
the competence with which the tests are carried out. 
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Report To Stockholders 


By George L. McCalla 
Philadelphia, Pa. 


All of us will soon be sitting down with our clients to 
draft financial statements to be printed in annual reports to 
stockholders. It is a pleasant job and probably one of our 
most important jobs. 

Many of our clients will pull out last year’s report with 
the intention of changing only the figures and that’s the 
time to give him your ideas for improving the statements. 
Catch them before they get very far. The sooner, the bet- 
ter. 

Look at last year’s statements and ask yourself these 
questions: 

Comparative figures? Can you, a trained accountant, 
tell whether this year was better than last unless you have 
last year’s figures handy? Well, if you can not do it, what 
is Mr. Joe Doakes, stockholder or investor, supposed to do? 
Nothing else can lend so much meaning to the year’s figures. 
Try hard to win this one. 

Omit pennies? Before passing up this one, do just one 
thing. Have a typist give you last year’s statement exactly 
as you sent them out except for the pennies. You will be 
amazed by the improvement. So will your client. So will 
Joe. 

State of incorporation? Investors and analysts frequent- 
ly want to know where the company was incorporated be- 
cause of the important bearing it has on the amount avail- 
able for dividends, the burden of state taxes, and other 
matters relating to corporate policy. 

Sales and cost of goods sold? We’ve been hearing so 
much about this one lately, that we just mention it. The 
need for these figures is certainly self-evident. 

Concise footnotes? After you have worked up a footnote 
until you are pleased with it, drop it for a moment, pick 
up some other company’s report, and try to read someone 
else’s footnote. Difficult, isn’t it? Better take another look 


at your own. 


Reprinted from the “Spokesman”, published by the Pennsylvania 
Institute of Certified Public Accountants, January 1947 issue. 
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The president may be willing to explain in his letter 
some matters that would otherwise need long and involved 
footnotes. If he will you can cover your end of it by a mere 
cross-reference. 

Source and application of funds? We all agree that the 
statement of source and application of funds supplies infor- 
mation which can not be found elsewhere in the customary 
financial statements—sort of rounds out the picture. How 
about giving Joe a.look at that information? It should be 
helpful. We do no see how it would unwittingly aid com- 
petitors. 

Sundry items grouped? You probably have a number of 
small fry among your balance sheet or statements of income 
captions. Every one of them is presenting just so much 
more for the reader to grasp; every one is detracting 
greatly from the major, significant items. Without the small 
stuff, the big amounts would really stand out, wouldn’t they ? 
Then try to group the miscellaneous junk that lacks signifi- 
cance. You will be doing Joe a real service. 

Concise captions? Every one of your members should 
be able to handle English. Can’t you cut the wordiness of 
the present captions? Why use six words if four will do? 
Why use long words if short ones are just as good? We 
accountants have been cluttering up the statements for so 
long that they are badly in need of the axe. 

Superfluous labels? For Pete’s sake, why put a label on 
every sub-total? Joe may not be an expert but don’t as- 
sume he’s a dope. You start with “Current Assets”, then 
a list of items, then a total. Do you have to tell Joe that it’s 
“total current assets’? 

Non-technical summaries? Joe’s efforts to derive mean- 
ing from the report will have better results if he has a few 
simplified summaries to give him the high-lights. In ad- 
dition to the financial statements, give Joe the important 
facts which are contained in those statements. Make sure 
he gets at least that much. 
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Department Store Accounting 
By F. W. Funk 
Calgary, Alberta 


a three main divisions of a departmental store organi- 

zation are operations, merchandise and control. The 
Senior Executives in charge of the three divisions are the 
Superintendent, Merchandise Manager, and the Controller. 
The Store Manager looks to each of these for an individ- 
ually, efficient operation and for the greatest possible co- 
operation with the other divisions in securing for the store, 
success in its objective: Buying and selling merchandise at 
a profit. 

The control division’s principal responsibilities are: Ac- 
counting, Expense Control, Statistics, General Merchandise, 
Control, Traffic—receiving, checking and marking. 

In more detail this covers: Merchandise Budget, Ex- 
pense Budget, Operating Budget, Statistical Office, Cash 
Office, C.0.D. Cashier, Layaway System, Payroll Office, 
Mail and Files, Sales Audit, Unit Control, Basic Stock 
Records, Traffic Office, Credit Office, Receiving and Mark- 
ing, Stock Rooms, Addressographs, Contracts, Legal, 
Licenses, Subscriptions, Insurance, Head Office Forms, 
General Accounts, C.0.D. Records, Accounts Payable, Ac- 
counts Receivable, Inventories, Systems and Forms, In- 
ternal Audit and Research. 

This outline has been given so that you may have some 
idea of what the Controller does with his time. It is my 
understanding that you, however, are principally interested 
in hearing about accounting in a departmental store. I 
will not attempt to cover the entire accounting system, but 
shall confine my remarks to the items which come under 
the following headings: 

Retail Method of Inventory Departmental Margin Budgets 

What is the Retail Method of Inventory? This method, 
as its name implies, enables us to determine at any given 
time the value of the stock on hand, at retail. To illustrate: 

The Retail Value of Stock at Start of Period. 


(An address delivered before the Calgary Chapter of the Canadian 
Society of Cost Accountants and Industrial Engineers and reprinted 
from the Deeember 1946 issue of “Cost and Management”.) 
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Retail Value of Purchases, plus. 

Retail value of any increases in Marked Prices or 
M.U.— 

Gives the Total Retail Value of Merchandise which must 
be accounted for—which we will call 1. 

Then Sales 

Retail Value of any reductions in Marked Prices, plus. 

Retail Value of any allowances made 

Gives us the Retail of Values Going Out—which we call 
2. By subtracting 2 from 1, we obtain the Retail Value of 
the Stock which should be on hand. 

In order to obtain the information required to work out 
this formula, it is necessary to keep a running record of 
stock values, through the maintenance of records showing 
the department’s sales, purchases, price changes, and stock 
on hand at the beginning of the season. Periodically, a 
physical count of the actual merchandise on hand, is taken. 
This is done to check the accuracy of the Book Inventory 
arrived at as already described. This is the theory behind 
the Retail Method of Inventory. I will try to explain how 
it operates. 

We begin any given period with an opening inventory 
at a certain cost and retail. This is the actual physical in- 
ventory after all adjustments have been made. The buyer, 
after examining the merchandise on arrival, plans a certain 
retail value on it. The invoice is then charged to the de- 
partment at its prime cost, including sales tax and retailed 
value. Freight and cartage covering transportation of the 
merchandise and Buying Office charges are an added cost 
of the merchandise. Sometimes, very rarely, merchandise 
is remarked at higher than the original price, and there- 
fore, represents an addition to the retail value of the mer- 
chandise. Now, by taking our opening inventory at cost, 
plus the prime cost taken from invoices of goods purchased, 
plus transportation and Buying Office charges, we have the 
total cost of all merchandise which the department has had. 
Then by taking the retail value of the opening inventory, 
plus the retail value of the merchandise purchased, plus 
the added value of any remarked merchandise, we arrive 
at the retail value of the merchandise the department has 
had. The difference between the retail and cost value of the 
merchandise represents the dollars in Markup. The Mark- 
up percentage is expressed as a percentage of the retail 
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value of the merchandise. It is an average of the markup 
on the opening inventory and purchases. 

Net sales plus markdowns representing merchandise 
remarked at lower than original price, indicates the total 
amount by which the stock of merchandise has been re- 
duced at retail. By subtracting all the deductions at retail 
from the retail value of the stock the department had, we 
arrive at the retail value of the stock which should be left 
on hand. This should agree with a physical inventory when 
taken. The amount of shortage considered reasonable de- 
pends on the type of department and on a comparison with 
the same department in other stores. 


We have already stated the method by which we arrived 
at the average markup percentage of the merchandise 
which the department had. It is reasonable to assume that 
the remaining merchandise at retail carries the same mark- 
up percentage. Consequently, it is a simple matter to find 
its cost value by deducting the markup percentages from 
100% of the retail value and applying this percentage to 
the value of the merchandise !eft on hand. It follows that 
the cost of the merchandise sold is represented by the dif- 
ference between the cost of all the merchandise the depart- 
ment has received, and the cost value of the merchandise 
left on hand. Deducting the cost of the merchandise sold 
from the Net Sales, we arrive at the gross profit for the 
department. 

The advantages of the Retail Method of Inventory is 
that gross margin, and therefore, net profit, can be arrived 
at without taking physical inventory. A statement is pre- 
pared by us monthly covering the operations of each indi- 
vidual department and for the store as a whole. Physical 
inventories are taken semi-annually throughout the entire 
store. Where results are not satisfactory in individual 
departments, they may be taken more frequently. By com- 
paring figures obtained by the Retail Method of Inventory 
with the Merchandise Budget (planned figures for the sea- 
son), which we will discuss later, it is possible to forecast 
losses, and work to change them into profits. 

The main disadvantage of this method is that the aver- 
age percentage of markup on the total inventory, plus ad- 
ditions, may not necessarily be the actual percentage on 
the articles left in the resultant inventory. It has been 
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found in the experience of hundreds of stores that this 
variation is very slight. Many tests of this method were 
made before the taxing authorities in the United States and 
Canada accepted it as a dependable method of calculating 
profit. 

Next we will endeavour to explain what we mean by 
Departmental Margin: 

It has often been argued by a department manager that 
comparisons of Net Profit between similar departments in 
different stores do not indicate the real difference in opera- 
tions. The basis for this claim is that the department man- 
ager has no control over a part of the expenses that are 
charged to his department. These are expenses which we 
have classified as indirect. They are fixed on an arbitrary 
basis and are dependent on conditions beyond the control 
of the department manager. For the purpose of obtaining 
a more accurate picture of the department manager’s op- 
eration, we use a figure we call Departmental Margin, 
which represents the amount left after the direct expenses 
only have been deducted from the gross Margin of Profit. It 
can readily be seen that this Departmental Margin figure 
presents a truer comparison picture of the department 
manager’s operations, since it eliminates all the expense 
factors over which the department manager has no con- 
trol. 

Based on past experience, we set standards of Depart- 
mental margin for each department, regardless of the store 
in which the department is located. For instance—our ex- 
perience tells us that in a certain department, all stores 
should earn 32% Gross Margin, the Direct Expenses should 
not exceed 15% and therefore the Departmental Margin 
should not be less than 17%; Indirect Expenses, even 
though they cannot be controlled by the department man- 
ager, are incurred by the store for the benefit of the de- 
partment and must therefore, be paid by the department. 

An explanation of what we consider Direct and Indirect 
Expenses may be next in order: 

There are a great many operations in a retail store in 
which expense is involved. It is, therefore, necessary, if a 
store is to keep its expenses in line, to have some method 
of classifying and controlling them. 

For many years, each retail store devised its own 
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method of classifying and controlling expenses without a 
thought as to the methods employed by others. The re- 
sult was, that there were nearly as many methods of ac- 
counting for expenses as there were stores, and there was 
no common basis upon which the expenses of stores could be 
compared. 

After a great deal of study by representatives of leading 
United States stores, a standard method of classifying ex- 
penses was finally agreed upon. In this way all the stores 
using this method are able to obtain the greatest amount of 
benefit from collaboration with interchange of figures. To- 
day there are about 6,000 stores on the North American 
Continent who use the standard expense classification. We 
follow this expense classification set-up and consequently 
are not only able to make useful comparisons between our 
own stores, but we can compare our expense performance 
with those of stores of similar size. 

The Direct Expense classification includes: (a) Payroll; 
(b) Display; (c) Advertising; (d) Interest and Insurance 
on Stock; (e) Travelling—Buying Trips; (f) Supplies, and 
(g) Delivery. 


Payroll 

Because of the different types of merchandise handled 
in the various departments, the amount of money avail- 
able for salaries varies with each department. Here again, 
drawing on the experience of hundreds of stores, we can 
measure the amount which the department can afford to 
spend on payroll, by reference to the standard per cent cost 
of payroll to sales for that department. 
Display 

The distribution of the cost of all windows to the selling 
departments is based on an estimate of the benefit each 
department enjoys from the window displays. This method 
recognizes the principle, that although some departments 
use windows to a very limited extent, they still receive a 
great deal from window displays, which, even though they 
may be displaying merchandise from other departments, 
nevertheless, promotes customer traffic for the department 
which has no merchandise on display. 


Advertising 
A department is charged directly for the newspaper 
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space it uses or for any other direct department adver- 
tising. 
Interest and Insurance on Stocks 

A department must pay interest on the money supplied 
to finance the department’s purchases. Therefore, a de- 
partment manager who has allowed himself to become over- 
stocked adds unnecessarily to his expense through prepay- 
ment of increased interest. Interest is computed on the 
amount of stock he had on hand at cost at the beginning 
of the month’s operations. The company’s investment in 
the department’s stock is protected by insurance and this 
insurance is charged to departments. Again, if the de- 
partment manager has allowed himself to become over- 
loaded with stock he is incurring a greater expense than 
necessary. 


Travelling 

Cost of transportation, living allowances, in connection 
with buying trips to the markets. 
Supplies 

Supplies used by a department are charged to the de- 


partment at cost plus a small percentage to take care of 
the Supply Department Administrator’s Cost. 


Delivery 

Each department is charged a set rate per delivery. 
This rate varies according to the type of merchandise. It 
is natural that the unit charge for delivery on a pair of 
gloves should be less than the charge for delivery on a 
chesterfield suite. 

Indirect Expenses, broadly speaking, may be classed as 
Administrative Expenses and Occupancy Expenses, or as 
it is usually referred to O. & O. or Occupancy and Over- 
head. 

Administrative Expenses include: (a) Executive Office; 
(b) Accounts Office; (c) Credit Office; (d) Superintend- 
ency, including personnel, personnel training, welfare and 
telephone service; (e) Advertising, other than that in- 
curred directly by individual departments; (f) Merchan- 
dise Management, and (g) Receiving and Marking of Mer- 
chandise. 
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Occupancy Expenses include: (a) Rent; (b) Light, 
Heat and Power, and (c) General Maintenance. 

The Indirect Expenses are spread over the selling de- 
partments; the amounts to be charged each department de- 
pending on a number of factors. For instance, our Food 
Departments operate largely on a cash basis. Consequent- 
ly, they receive very little direct service from the Credit 
Department and enjoy a lower percentage rate of over- 
head. We combine Occupancy and Overhead under one per- 
centage rate, rather than a separate charge for Occupancy 
and another for Overhead. To enable the department man- 
ager to know what his Indirect Expenses will be, these are 
estimated for the entire store and each department’s share 
determined on a monthly basis. This monthly amount is 
again based on Budgeted Sales and adjusted on trend. 

Coming now to the final of the three items which we 
started out to cover: 


Budgets 

Our fiscal year is divided into two periods of six months 
each; February to July inclusive, and August to January 
inclusive. These we call the Spring Season and the Fall 
Season. Budgets are prepared in advance of each season. 


This is so that careful thought and analysis can be given 
to insuring the success of the coming season’s operations. 
The Merchandise Budget is the first to be prepared for 
each department in the store. The Departmental Merchan- 
dise Budgets are then combined into a Master Budget for 
the store. 

On these is shown the planned sales, stocks, purchases, 
markup and markdowns for the season. Either of two 
procedures is followed in making up the Merchandise Bud- 
get. In some stores the department manager receives the 
Merchandise Budget sheet with last year’s figures filled in. 
In this case, it is up to the department manager to fill in 
the figures he expects to obtain during the coming season. 
Then they are discussed with the Merchandise Manager and 
Controller. In other stores, the Merchandise Manager and 
Controller, working together, fill in the planned figures 
based on their study of business conditions and on the pros- 
pects of the store as a whole. When this is done, it is the 
job of the department manager to examine the suggested 
figures and recommend changes where the more detailed 
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knowledge of his own operations leads him to consider them 
necessary. It has been my practise to use a combination 
of these two methods. In co-operation with the Merchan- 
dise Manager, figures are prepared for each department in- 
dependently of the department manager. When the de- 
partment manager has completed his budget, it is checked 
against that prepared by us. If there are any large varia- 
tions between these independently prepared figures, the de- 
partment manager is invited to discuss the difference with 
us. In the majority of cases, we find very little difference 
in the estimates made. Where this difference is small, the 
department manager’s figures are accepted. 

In preparing a Merchandise Budget, planned sales are 
the first figures to be filled in. They are naturally deter- 
mined first, because all other operations in the department 
are based on the amount of sales. The volume of sales de- 
termines the amount of stock which the department can 
afford to carry and the amount of purchases that can be 
made, etc. The second step is to fill in the amount of stock, 
at retail, it will be necessary to have on hand at the begin- 
ning of each month in order to obtain the required sales 
for the month. This planned stock is computed in a definite 
ratio to planned sales. Based on experience, a model stock- 
sales ratio figure can be established for every month in 
the season for each department. This stock-sales ratio 
figure when multiplied by the planned sales for the month 
gives us the amount of stock which should be on hand at 
the beginning of the month. This serves as a guide to the 
department manager. Certain other factors must be con- 
sidered as well, namely: Basic Stock Requirements. 

Promotional Stock needed to obtain planned volume 
changes, such as Easter dates, fashions, etc. 

The third item to be filled in is planned markdowns. In 
planning markdowns the department manager considers: 
(a) General condition of stock on hand; (b) trend in prices, 
whether up or down, and (c) past experience. 

After the department manager has determined how 
much he plans to sell and what his markdowns and stock 
on hand will be, the next step is to fill in the amount of 
purchases which must be made in order to cover his planned 
sales and markdowns, and to maintain his planned stock. 
This simply involves an arithmetical calculation: Planned 
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Purchases equals Planned Stock at the beginning of the 
next month, plus Planned Sales for the month, plus Planned 
Markdowns for the month, minus Planned Stock at the be- 
ginning of the month. 

In addition to the items mentioned, the department 
manager budgets his planned markup at the beginning of 
the season, markup on his purchases, and markup at the 
close of the season; also, his gross margin to which refer- 
ence has been made previously. Markup is determined by 
what the department manager thinks his customers will pay 
for the merchandise and the price at which he can buy the 
merchandise, and place it in the store. Under present con- 
ditions, price ceilings must be considered. Other consider- 
ations are, competition, maintaining price lines and turn- 
over. 

The Control Division plays an important role in the 
preparation of a Merchandise Budget, because it provides 
the basis upon which management controls its merchandis- 
ing operations. 

It is a guide to the department manager in attaining 
the objectives which are expected from his department. 

It is a guide to the department manager in keeping his 
stock investment in line with sales. 

It is a guide to store management in determining the 
financial requirements of the store. 

Merchandising Management makes use of the Depart- 
ment Merchandise Budget in its task of maintaining a bal- 
anced operation—all departments doing their proper share 
of the total store objective. 

When the Merchandise Budgets have been completed 
and we know departmentally and for the store, as a whole, 
what the planned sales are, the next step is to prepare the 
Expense Budget. The Selling Departments are again given 
Budgets on which they are supplied with the figures for 
the same season for the two previous years covering their 
payroll costs. Details are also given of the wages paid 
individually to members of their staff. They are invited to 
consider and make recommendations for increases and 
transfers. The total payroll selling cost must be in line 
with the standard for his or her type of department. This 
was mentioned previously. The completed Departmental 
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Selling Budget is reviewed by the store superintendent be- 
fore being consolidated into a master Selling Budget. 

All Non-Selling or Service Departments also are re- 
quired to prepare Expense Budgets. Much the same pro- 
cedure is followed as described in connection with Selling 
Payroll Budgets. 

The main expense classifications are: Administrative, 
Occupancy, Publicity, Buying and Selling. 

Knowing the amount of the estimated sales, the Service 
Departments are advised of the maximum dollars available 
for their function, based on a percentage rate to sales. 

The administrative classification is broken down in sub- 
classifications as: Executive Offices; Accounts Office; Ac- 
counts Receivable and Credit; Superintendency and Gen- 
eral Store. 

Occupancy is broken down showing: Operating and 
Housekeeping; Fixed Plant and Equipment; and Light, 
Heat and Power. 

Under Publicity we have the sub-classifications: Sales 
Promotion Office, Advertising and Display. 

Under Buying we have: Merchandise Management and 
Buying, Receiving and Marking and Stockrooms. 

Under Selling: Compensation of Sales Persons (already 
previously mentioned), General Selling—fioor cashiers, 
wrappers, etc., and Delivery. 

When all these expense budgets have been completed 
and approved, they are combined into an annual Operating 
Expense Budget. We know what our total planned expendi- 
tures are for the season and its relation to planned ‘sales. 
I do want to emphasize that of necessity budgets must be 
flexible. They are primarily a guide. This refers to Mer- 
chandise Budgets as well. In times of increased business, 
greater quantities of merchandise, if available, are pur- 
chased. Also more dollar expense may be justifiable. If 
sales decrease, the reverse is necessary. 

We have discussed in some detail the Merchandise Bud- 
get and the Operating Expense Budget. From the in- 
formation supplied by these budgets, we now prepare our 
Master Operating Budget. 

This shows by months and for the season: 

Net Sales, Gross Profit, Departmental Margin, Total Ex- 
pense, Sundry Gains and Losses, and Net Profit and Loss. 


141 





THE CANADIAN CHARTERED ACCOUNTANT 


You may be interested in knowing that when we have 
completed a season, the final results vary only slightly from 
what had been budgeted. Of course, it is admitted that 
with the “easy business” of the last few years, expenses 
have not been a problem. The problem has been to secure 
merchandise. However, whether business increases or de- 
creases, we feel that our accounting system is so organized 
that it can be of definite assistance to the store’s objective, 
and the objective of any store as mentioned in my opening 
remarks is—buying and selling of merchandise at a profit. 


Personals 


Rutherford Williamson & Company announces with re- 
gret the retirement of its senior partner Mr. Rutherford 
Williamson, F.C.A., who will retain an office at 66 King 
Street West, Toronto. The remaining partners, Messrs. 
Harold A. Shiach, F.C.A., Douglas J. Sales, C.A., Wood- 
burn F. Gibson, C.A., Richard J. Middleton, B.Com., C.A., 
and Rutherford Williamson, Jr., B.Com., C.A., who have 
been members of the firm for many years, will continue 
the practice under the name and style, of Williamson, 
Shiach, Sales, Gibson & Middleton, chartered accountants, 
with offices in the Royal Trust Building, 66 King Street 
West, Toronto, Ontario. 

David A. L. Tait, B.Comm., C.A., announces the opening 
of an office for the practice of his profession in the Nation- 
al Trust Building, Edmonton, Alberta. 

A. Harry Affleck, C.A., announces the opening of an 
office for the practice of his profession at 16-17 26 Lorne 
Street, New Westminster, British Columbia. 

Percy Grimson, chartered accountant, announces the 
opening of an office for the practice of his profession, at 503 
Temple Building, 62 Richmond Street West, Toronto. 





BOOK REVIEWS 


Book Reviews 


Canada Tax Manual. By H. Heward Stikeman, B.A., 
B.C.L., and Arthur Gilmour, B.Com., C.A. Published by 
Richard De Boo Limited, Toronto. $20.00 initially and 
$10.00 per annum for revisions expected to be published 
twice annually. 

This Manual is designed to be used as a supplement to 
the De Boo “Dominion of Canada Taxation Service” and 
not as a substitute for that publication. It is intended for 
the use of the taxpayer who is engaged in the conduct of 
commercial affairs as well as for his professional consul- 
tant. The material has been so arranged that every subject 
of importance is signalled by a descriptive tab under which 
is gathered all the information relative to that topic. It is 
well-indexed, having a general index of all the contents 
in addition to a more detailed index which appears as the 
first page of each section. The volume is in loose-leaf form, 
providing for ready revision and expansion. 

Each general subject is dealt with exhaustively and in 


the language of the layman. For example, the section on 
“Deductions” is divided into nine subsections as follows: 


Meaning of term 

General proposition 

Tests of deductibility 

General guides 

Deductions named in the statutes 

Deductions relating to excess profits taxes only 

Deductions allowed under general principles of law and 

departmental practice 

Deductions not allowed 

Deductions from taxes and tax credits 
and the treatment of the various items occupies about 38 
pages. 

This is a joint effort by Mr. Stikeman, who for a num- 
ber of years was Assistant Deputy Minister (Legal) of the 
Department of National Revenue, Income Tax Division, 
and Mr. Gilmour, who is a member of the Institute of Char- 
tered Accountants of Quebec, and is presently Assistant to 
the Inspector of Income Tax at Montreal. Mr. Gilmour is 
well-known to our members as the author of the “Income 
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Tax Handbook” published and distributed to members by 
The Dominion Association of Chartered Accountants. 

“Canada Tax Manual”, is a useful reference book and is 
recommended to taxpayers carrying on business either as 
sole proprietorships, partnerships or corporations.— 
RFBT 


REGINA CHARTERED ACCOUNTANTS’ CLUB 


Mr. Lou Jacobs, F.C.A., Director of Municipal Statistics 
and Auditing for the Province of Saskatchewan, was the 
guest speaker at the February Chartered Accountants’ Club 
luncheon. His subject was “Municipal Auditing’. He 
dealt with all phases of the work and stressed particularly 
the auditing of relief, seed grain and tax accounting. He 
also intimated that it might be desirable to revise the mini- 
mum programme now required by the Department, and 
that consideration was at present being given to this mat- 
ter. Many members took part in the discussion in the ques- 
tion and answer period which followed. 


Obituary 
The Late Joseph Stewart Anderson 


The Institute of Chartered Accountants of Manitoba re- 
cords with regret the death of Joseph Stewart Anderson in 
Port Credit, 24th November 1946. Mr. Anderson was born 
in Yorkshire, England, and after obtaining his degree of 
Chartered Accountant came to Canada and was admitted 
to the Manitoba Institute in 1914. 

He enlisted in 1916 with the Canadian Machine Gunners, 
served three years overseas and was awarded the D.C.M. 
After demobilization he rejoined George A. Touche & Com- 
pany in Winnipeg and later moved to Toronto. He joined 
the Purity Flour Mills in 1925 and was later appointed 
Treasurer. 

To his wife and daughter the Institute extends sincerest 


sympathy. 





CURRENT ACCOUNTING LITERATURE 


Current Accounting Literature 
By Frank S. Capon, C.A., 
Montreal, P.Q. 


Revaluation of Fully-depreciated Assets 


One more article has been published on this vexatious 
subject, and the latest is in a class by itself. James L. Dohr 
formerly research director for the American Institute, has 
put forth his views in the January issue of the “Journal 
of Accountancy” and with crystal clarity he disposes of 
the main problems one by one. First of all, there is the 
question of ethics of “recovering” cost twice, then the effects 
of book entries and cost-price' relationships and finally the 
incidence of taxation. In summing up, Mr. Dohr points out 
that book entries cannot change the facts—if a fully de- 
preciated asset has a future economic use, it has a value, 
and that value means that past profits have been understat- 
ed. There is, however, no reason why that value should not 
be charged against future profits, and in fact, from an ac- 
counting viewpoint, it would be incorrect not to record 
such a value on the balance sheet, to be amortized over its 
useful life. 

Internal and External Auditors 

An article on the co-ordination between internal audit 
staffs and outside auditors has been contributed by W. Ran- 
kin in the January issue of the “Journal of Accountancy” 
and reprinted in full elsewhere in this issue. The author 
points out the need for review of internal audit scope and 
schedules by the outside auditors, a review of personnel 
capabilities, and the types of work which can best be 
handled by each group. 


PUBLICATION ADDRESSES, AND PRICE PER COPY POSTPAID 


Accountancy, Incorporated Accountants’ Hall, Victoria Embankment, London, W.C. 
2, England. 1 shilling. 

Accountants’ Magazine, 23 Rutland Square, Edinburgh, Scotland. 1s. 8d. 

Accounting Review, School of Commerce, Northwestern University, Evanston, IIL, 
U.S.A. 

The Accountant, Moorgate Place, London E.C. England. 1 shilling. 

The Controller, 1 East 42nd St., New York, NY. 50 cents. 

Cost and Management, 66 King St. East, Hamilton, Ont. 35 cents. 

Harvard Business Review, Harvard University, Boston, Mass., U.S.A. $1.50. 

Journal of Accountancy, 13 East 41st St., New York, N.Y. 35 cents. 

The Internal Auditor, 39 Atlantic Street, Stamford, Conn., U.S.A. $1 

National Association of Cost Accountants, 885 Madison Ave., New York. 765 cents. 

The Tax Magazine. OCH Canadian Limited, 31 Willcocks St., Toronto, 

Ont. 385 cents. 
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Swedish Companies’ Act 

A number of interesting provisions are included in the 
new Swedish Companies’ Act which is reviewd by H. Melin 
in the January “Journal of Accountancy”. In particular, 
the law requires that 10% of profits shall be set up in a 
reserve fund to act as a buffer in times of adversity, until 
such fund reaches 20% of capital—and then dividends above 
5% on capital can only be paid if an equal amount is added 
to this reserve fund. Also inventories are not permitted to 
be stated at amounts in excess of either full cost or true 
value. The form of financial statements set down is not 
seriously different from our own, but the directors are re- 
quired to submit a report stating, among other things, any 
events of importance to the company which have occurred 
after the close of the year. If a company’s capital exceeds 
300,000 kroner, at least two auditors are required, and the 
auditor must “possess such experience in bookkeeping and 
knowledge of economie conditions as the nature and scope 
of the company’s business may require for this task.” 

Form of Accounts 

Mr. F. S. Bray has again contributed a thought-provok- 
ing article on financial statements, in the 4th January issue 
of “The Accountant”. He points out that economic account- 
ing is assuming an importance far beyond that stage of re- 
corded arithmetical accounting; that statistical design and 
interpretation, enterprise stability, and the preservation of 
resources, are of more consequence than the mere. statemnt 
of an array of ledger balances. While admitting the weak- 
nesses of standardized forms of financial statements, he 
feels that accountants will continue to strive for improved 
methods of presentation, and that standardization will in- 
crease. In particular, he calls on accountants to state clear- 
ly what they have done in setting their figures for profit, 
because of the importance of short term income statements, 
and the possible effects of varying accounting standards or 
techniques. 

Costing 

The thoughts on costing from the management viewpoint 
expressed by N. G. Lancaster in the 14th December issue of 
“The Accountant” are well worthy of perusal. Above all, 
the author stresses the need to bear in mind the relative 
cost of extreme accuracy in costing, the length of time re- 
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quired to develop valuable data from a new cost system, 
the importance of uniformity within an industry, and the 
added expense of producing cost data at an abnormally early 
date. 
Effect of Changing Money Values 

In the January issue of the “Accountants’ Magazine” 
R. W. Moon has submitted an article on the reflection of 
economic changes in financial accounts. While he states 
the problems clearly, in both the fixed asset and current as- 
set aspects, he does not offer the solution—and I doubt if 
it can be offered in anything short of a volume. The recent 
violent change in price levels must, almost inevitably, be 
permanent at least to some extent, and we may have to do 
something about it. 

Responsibilities of the Controller 

Whether he be called controller, assistant treasurer, 
treasurer, or chief accountant, the article by R. M. Paget in 
the January issue of “The Controller” outlines clearly and 
concisely the responsibilities and duties of the chief account- 
ing officer of acompany. The author lists nine main phases 
of the controller’s functions which make it inevitable that he 
be given an equal voice with sales, production and develop- 
ment in top management. 

Fixed Asset Accounting 

Several phases of fixed asset and depreciation account- 
ing are covered by Samuel J. Broad, a past president of the 
American Institute, in the January issue of “The Control- 
ler”. The questions of cost or other values, fortunate pur- 
chases, continuity and consistency are all dealt with in this 
outstanding article. 

Depreciation Accounting 

The N.A.C.A. Bulletin of 2nd January contains an article 
by E. W. Hart on the subject of depreciation accounting 
and the allocation of fixed asset costs over the useful life 
of the asset. The author takes a number of definitions of 
depreciation, taken from accounting bulletins, court de- 
cisions, taxation rulings, and dictionaries, and finally pro- 
duces a definition of his own which has the advantage of 
being short, simple and definite. 

Accounting for Management 
By means of a case history of accounting work in a 
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paper converting plant, K. G. Bergstrom discussed in some 
detail in the same bulletin the type of report and statistical 
data that can be of value to management. This article 
will be of interest to those engaged in this special type of 
industrial accounting. 

A very much broader article under the same heading is 
contributed by O. E. Mount in the 15th January N.A.C.A. 
Bulletin. Mr. Mount divides accounting into the phases of 
financial accounting, historical accounting, analytical ac- 
counting and protective accounting. He stresses the need 
for bearing in mind nine points, namely, facts, speed, 
trends, costing product lines, standards, breakeven points, 
exceptions, annual reports, and the cost of keeping costs, 
and he outlines the problems of the accountant in connec- 
tion with each of these. 

Exclusion of Fixed Costs from Inventories 

Also included in the 15th January N.A.C.A. Bulletin is 
an outstanding article by Philip Kramer on the pricing of 
inventories, arguing primarily for the exclusion of fixed 
overhead charges from values of inventories of manufac- 
tured products. His prime argument is that fixed overheads 
are those which are computed on a time basis, while variable 
costs are primarily dependent upon the volume output. Fol- 
lowing this thesis, he arrives at the inevitable conclusion 
that fixed overheads should be absorbed against the profits 
of the fiscal period during which they were incurred, while 
variable costs should be charged against the profits earned 
on the sale of the goods to which they are related. The article 
is written logically and forcefully, and the author meets, 
rather than dodges, the arguments that all costs, fixed and 
variable, should be allocated against the revenue produced 
by the goods manufactured during that period when the 
costs were incurred. 





CANADIAN TAX FOUNDATION 


Canadian Tax Foundation 


An Announcement 

Some two years ago the Taxation Committee of the 
Canadian Bar Association and the Legislation Committee 
of The Dominion Association of Chartered Accountants con- 
cluded as a result of their experience that it would be of 
value to the country to establish an independent institution 
to undertake and promote the systematic study of Canadian 
tax questions from the standpoint of the general public 
interest, having regard to their broad significance in the 
welfare and progress of the national economy. Accordingly, 
through the joint action of these two bodies the Canadian 
Tax Foundation was incorporated for this purpose in March 
1945 as a non-profit organization without share capital, 
having its head office in Toronto. 

At that time the War had not yet ended and it was not 
possible to proceed immediately to the stage of active 
organization. It was first necessary to ensure an adequate 
basis of financial support. In view of the Foundation’s in- 
tended character and function satisfactory indications were 
received in due course, principally from various clients of 
the sponsors, that sufficient funds would be subscribed to 
provide for an initial five-year period of operations. 

The control of the Foundation and the direction of its 
policy are in the hands of a Board of Governors presently 
composed of twenty-two members, of whom half are nom- 
inated by the President of the Canadian Bar Association 
and half by the President of The Dominion Association of 
Chartered Accountants. The Governors hold office for a 
term of one year following their election and serve without 
remuneration. At the Annual Meeting held in Toronto on 
12th February 1947, the following were elected Governors 
of the Foundation representing the Canadian Bar Associa- 
tion: Messrs. Hon. G. P. Campbell, Toronto; L. A. Forsyth, 
Montreal; M. L. Gordon, Toronto; L. J. Ladner, Vancouver; 
Hon. F. A. Large, Charlottetown; J. A. MacAulay, Win- 
nipeg; H. C. F. Mockridge, Toronto; G. R. Munnoch, To- 
ronto; J. McG. Stewart, Halifax; H. H. Stikeman, Montreal; 
A. Taschereau, Quebec, P.Q.; and representing The 
Dominion Association of Chartered Accountants: Messrs. 
A. E. Beauvais, Quebec, P.Q.; W. J. B. Gentleman, Saint 
John, N.B.; J. G. Glassco, Toronto; H. C. Hayes, Montreal; 
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G. E. Hayman, Halifax; H. P. Herington, Toronto; W. G. H. 
Jephcott, Toronto; R. R. Keay, Vancouver; K. J. Morrison, 
Calgary; H. G. Norman, Montreal; and J. S. Swinden, 
Winnipeg. 

At the ensuing meeting of the Board, Mr. J. Grant 
Glassco was appointed Chairman, Mr. Molyneux L. Gordon, 
Vice-Chairman, and Mr. H. F. White, Secretary-Treasurer. 
The Executive Committee was also appointed, composed of 
the Chairman, the Vice-Chairman, and Messrs. Hon. G. P. 
Campbell, H. P. Herington, W. G. H. Jephcott, H. C. F. 
Mockridge and G. R. Munnoch, the Vice-Chairman to 
preside ex officio. 

For the position of Director the Foundation last Novem- 
ber secured the services of Mr. Monteath Douglas, who was 
Economist of the Bank of Montreal from 1937 until 1942, 
when he went to Washington on wartime leave of absence 
to work for the Canadian Government. When the Director 
was appointed the Executive Committee of the Board 
adopted for his guidance the following statement of prin- 
ciples to govern the operations of the Foundation: 

1. The Canadian Tax Foundation has been brought into 
existence as an independent institution in order to 
undertake and encourage study and research in the 
field of taxation and related economic problems and to 
make disinterested and constructive recommendations 
regarding policy, legislation or administration upon 
any matter in which its findings may serve the public 
interest. The Foundation may also publish material 
for the general purposes of public education. 

2. The success of the Foundation’s work will obviously 
depend upon its good standing with both the public 
at large and government authorities as a recognized 
source of dependable information and objective 
opinion. 

8. The desired standing can only be achieved gradually 
by actual performance based upon a broad view of the 
Foundation’s responsibilities and a long view of its 
objectives. While the Foundation will welcome for 
consideration all suitable suggestions concerning its 
programme, it cannot undertake to give effect to par- 
ticular proposals of any of its subscribers in this 
regard or entertain such proposals as a condition of 
support. 
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4. As regards its relationship to the public, the Founda- 
tion will operate, in effect, as a public service under 
professional and private auspices. In addition to its 
primary functions it should be equipped in due course 
to supply as a reference service factual information, 
not held confidentially, for the benefit of any interest- 
ed person without charge other than recovery of 
special expenses. The Foundation definitely will not 
advise or represent any particular person or associa- 
tions, whether subscribers or not, with respect to 
their interest or liability as taxpayers, or with a view 
to enactment or amelioration of special legislation. 

. As regards its relationship to government bodies, the 
Foundation will seek to enlist their co-operation in the 
investigation and supply of the factual data required 
for the purposes of its work and will welcome the 
reference to it for study of any question coming 
within the scope of its operations. The Foundation 
will not engage in any form of partisan propagada. 

The work of the Foundation is at present still in the 
organization stage and progress has been delayed by the 
difficulty of securing suitable office space. It is expected, 
however, that satisfactory arrangements will be established 
in the near future, and it will then become possible to en- 
large the staff and to assemble and organize the necessary 
library and research facilities. 

It is recognized that the Foundation’s terms of reference 
cover a wide field which requires a carefully planned 
approach if waste of effort is to be avoided, and that during 
the first year much time will have to be devoted to work of 
a general survey character. It is therefore considered un- 
wise at this stage to project a plan of operations beyond 
the present year. The Board has approved an initial pro- 
gramme submitted by the Director which provides as first 
steps for the development of its facilities and for studies of 
certain basic matters of fact such as the principal changes 
in the structure and incidence of Canadian taxation which 
have occurred as a result of the War. This, however, will 
not preclude other projects for which a need or opportunity 
may appear. 

Following his appointment, the Director visited Ottawa, 
New York and Washington. In Ottawa he called on a 
number of senior government officials with whom he dis- 
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cussed the purposes of the Foundation in a general and 
preliminary way. He had a cordial and encouraging recep- 
tion. In the United States he visited several well-known 
organizations and individuals who are engaged or interested 
in the taxation field, including two British authorities who 
happened to be available in Washington at the time. These 
visits have afforded the benefit of the experience of others 
which will be of value in developing the Foundation’s 
methods and policy. 

It is intended that as soon as matters which require prior 
attention have been in hand the Director will travel across 
Canada in order to meet those Governors and members of 
the Foundation who were prevented by distance from 
attending the Annual Meeting, to obtain the benefit of their 
views and to acquaint them more fully with the progress 
of the Foundation’s affairs. 

The Foundation will welcome applications for member- 
ship from interested members of the two sponsoring 
Associations. There is no fixed membership fee, but 
individual subscriptions in any amount not less than $10 a 
year will be accepted. Every member will receive a copy 
of the Annual Report and will be entitled to attend the 
Annual Meeting, and will also receive copies of any material 
which the Foundation may publish from time to time. As 
the Foundation has been established for research and 
educational purposes, contributions to it are deductible 
within the statutory limitations in determining the taxable 
income of individuals or corporations. 

Any communications or enquiries concerning the 
Canadian Tax Foundation may be addressed to the Secre- 
tary-Treasurer, Mr. H. F. White, 603 Royal Bank Building, 
Toronto. 





PUBLIC ACCOUNTANTS BILL OF GREAT BRITAIN 


Public Accountants Bill of Great Britain 


Ep1Tor’s Note: The following Memorandum is reprinted from The 
Accountant, 1st June 1946 issue. It is reprinted in these pages for 
the information of our members as an example of one line of thought 
covering the problem of establishing some central authority over pub- 
lic accountants as explained in the third paragraph of the Memoran- 
dum. While the Bill in draft form has, we understand, received the 
approval of the “Qualifying Bodies”, it has not yet been enacted by 
Parliament. 


Memorandum 

The present trends in all spheres of business and fin- 
ance have greatly increased the scope of the functions per- 
formed by practising accountants and, consequently, the 
duty which they owe to the public. If they are faithfully 
to discharge the duty laid upon them, every effort must be 
made to maintain the existing high standards of integrity 
and efficiency shown by the great majority and, where lower 
standards are observed, to effect the necessary improve- 
ments. Moreover, the interests both of the public and of 
the profession demand that the high regard in which ac- 
countants are now held should not be imperilled by the ac- 
tivities of unqualified persons who, trading on that high 
regard, offer to uninstructed members of the public services 
they are not competent to perform. 

Under the existing law of the country, no satisfactory 
control can be exercised either over the formation of new 
bodies of accountants or over the conditions under which 
persons are admitted to membership of existing bodies es- 
tablished in Great Britain. Further no control can be 
exercised over the members of bodies established outside 
Great Britain practising in this country. To establish 
some easily recognizable standard and as a protection for 
the reputable bodies of accountants, it is considered that all 
bodies should be given an opportunity of acquiring a recog- 
nized legal status. 

For some time past it has been generally recognized 
that these objects could best be achieved by the establish- 
ment of some central authority entrusted with the task of 
co-ordinating the work of the existing professional bodies 
(including conferring recognition on less well-known 
bodies) and of supervising the activities of practitioners 
who do not belong to any body. In the past the establish- 
ment of a central authority has been prevented by failure to 
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devise a scheme acceptable to the profession as a whole. 

The subject has, however, been exhaustively reviewed 
by representatives of the three English Bodies (The Insti- 
tute of Chartered Accountants in England and Wales, the 
Society of Incorporated Accountants and Auditors, and the 
Association of Certified and Corporate Accountants) and 
the three Scottish Bodies (The Society of Accountants in 
Edinburgh, the Institute of Accountants and Actuaries in 
Glasgow and the Society of Accountants in Aberdeen) 
whose high standing in the profession is not only universal- 
ly recognized by the public but also has received Parlia- 
mentary recognition on a number of occasions. Unanimous 
conclusions have been reached on the various problems 
confronting them and, on their instructions, a Bill has been 
drafted to give effect to their proposals. It is believed that 
the provisions of the Bill are in the best interests of both 
the public and the profession and, accordingly, a request 
has been made that the provisions of the Bill be submitted 
for the approval of the members of each of the six bodies 
referred to above (in the Bill and hereinafter referred to 
as “the Qualifying Bodies”). 

A representative of the Institute of Chartered Account- 
ants in Ireland has taken part in the deliberations. 

If the provisions of the Bill receive the approval of all 
the Qualifying Bodies, it is intended formally to submit 
the Bill to the President of the Board of Trade with a re- 
quest that it should be introduced into Parliament as a 
Government measure. 


A. Constitution and Functions of the Councils 


(1) As has been previously indicated, the main purpose 
of the Bill is to co-ordinate the Accountancy profession and 
with that end in view it is proposed to establish two Coun- 
cils, one for England and Wales and the other for Scotland, 
to be designated respectively the Public Accountants’ Coun- 
cil for England and Wales and the Public Accountants’ 
Council for Scotland. 

It is generally conceded that virtually all the regular 
practising accountants of standing belong to one or other 
of the Qualifying Bodies. On that principle, it is proposed 
to confer on those bodies the right to nominate the ma- 
jority of the members of the Councils. But since it is 
recognized that the interests of the public and of those ac- 
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countants who do not belong to the Qualifying Bodies 
should, also, be represented it is proposed that additional 
members should be nominated for that purpose by the 
Privy Council. 

(2) The original constitution of the two Councils, 
which takes account of the existing numbers of the members 
of each Qualifying Body practising within the jurisdic- 
tion of the Council, is set out in Clause 2 of the Bill. 

(3) The English Council will consist of twenty-four 
members, of whom twenty will be nominated by the Quali- 
fying Bodies, as follows: 

(i) ten by the Institute of Chartered Accountants in 
England and Wales; 

(ii) five by the Society of Incorporated Accountants 
and Auditors; 

(iii) four by the Association of Certified and Corporate 
Accountants; 

(iv) one jointly by the Society of Accountants in Edin- 
burgh, the Institute of Accountants and Actuaries 
in Glasgow and the Society of Accountants in 
Aberdeen. 

Three of the remaining four members will be nominated 
by the Privy Council and the fourth by the Scottish Council. 

(4) The qualifications prescribed for the members of 
the English Council nominated by the Qualifying Bodies 
are firstly membership of the nominating body or bodies 
and secondly the holding of a licence to practice in Eng- 
land and Wales as a Public Accountant; such licence to be 
issued in accordance with the provisions of the Bill deal- 
ing with licences and referred in Section B of this Mem- 
orandum. One of the three members nominated by the 
Privy Council will be an accountant, holding a licence to 
practise in England and Wales, but, as representing the in- 
terests of all Accountants who are not members of a Quali- 
fying Body, not being a member of a Qualifying Body; 
the other two members nominated by the Privy Council to 
whom, as indicated above, will be intrusted the duty of 
safeguarding the interests of the public, must not be ac- 
countants. Lastly, the member nominated by the Scottish 
Council must be a member of that Council. 

(5) The Scottish Council will consist of sixteen mem- 
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bers, of whom thirteen will be nominated by the Quali- 
fying Bodies, as follows: 
(i) four by the Society of Accountants in Edinburgh; 

(ii) five by the Institute of Accountants and Actuaries 

in Glasgow; 

(iii) one by the Society of Accountants in Aberdeen; 

(iv) one by the Society of Incorporated Accountants 

and Auditors; 

(v) two by the Association of Certified and Corporate 

Accountants. 

Two of the three remaining members will be nomin- 
ated by the Privy Council and the third member by the 
English Council. 

The qualifications for nomination by a Qualifying Body 
are similar to those required for nomination to the Eng- 
lish Council, though, of course, in the case of the Scottish 
Council the member must hold a licence to practise as a 
Public Accountant in Scotland. One of the two members 
ta be nominated by the Privy Council, as representing the 
interests of the public, will not be an accountant and the 
other will be an accountant holding a licence to practise 
in Scotland, but not being a member of a Qualifying Body. 
The remaining member, as the nominee of the English 
Council, will be a member of that Council. 

(6) Under Clause 3 of the Bill a member of the Coun- 
cil will normally hold office for three years but by Clause 
4 of the Bill he can resign during his period of office. 

The Council will have power to remove a member from 
office for any cause prescribed by their regulations and, 
in the case of a member nominated by one or more Quali- 
fying Bodies, must do so in those circumstances, if so re- 
quested by the nominating body or bodies. On the other 
hand the Privy Council will have an unfettered discretion- 
ary power of removing any of their nominees. 

In addition automatic disqualification will result 
from: 

(i) Absence without leave from six consecutive meet- 
Ings ; 

(ii) Bankruptcy or a composition or scheme under the 

law relating to bankruptcy; 

(iii) Conviction for a criminal offence for which a sen- 

tence of more than three months’ imprisonment 
without the option of a fine is imposed; 
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(iv) Insanity; 

(v) Loss of the qualifications entitling the member to 

nomination. 

(7) Provision is made by Clause 5 of the Bill for pos- 
sible alterations of the membership or status of the Quali- 
fying Bodies by compelling each Council to make periodic 
reviews of the representation of the Qualifying Bodies and 
(subject to a right of appeal to the Privy Council) enabling 
them to effect such consequent adjustments, as they think 
fit. The first of such reviews will be undertaken at the 
end of the initial period of six years and subsequent re- 
views at the end of each following period of nine years. 


(8) The functions of the Councils, which are set out in 
Clause 6 of the Bill, embrace the various matters dealt with 
in the Bill. In addition, the clause empowers each of the 
Councils to hold examinations, to give scholarships and 
maintenance grants for students to undertake research in 
accountancy, to make representations to Government De- 
partments on behalf of the profession, and to promote and 
oppose Bills in Parliament. An obligation is laid on each 
Council to act in concert with the other so far as practic- 
able. 

(9) By Clause 7 of the Bill the right of other bodies of 
Accountants (whether established within or without Great 
Britain) to be recognized as responsible bodies of Account- 
ants is admitted by empowering each Council to register, 
as a “Recognized Body,” any such body who satisfies them 
that the standard of knowledge of accountancy required of 
candidates for membership of the applicant body and the 
other conditions, which persons applying for membership 
of the body have to fulfil together with the standard of pro- 
fessional conduct required of members, are at least equiva- 
lent to those required by any of the Qualifying Bodies. If 
the applicant body is established outside Great Britain, the 
Council may also require to be satisfied that the body, if 
registered, is willing to comply with the provisions of the 
intended Act. On registration as a Recognized Body by one 
Council, a duty is laid on the other Council to make a simi- 
lar registration. The effect of registration will be to place 
the members of the Recognized Body on the same footing 
as regards the obtaining of a licence to practise as a Public 
Accountant, as the members of a Qualifying Body. 
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(10) To guard against the possibility that the existing 
high standards maintained by the Qualifying Bodies might 
be allowed to deteriorate, provision is made by Clause 8 of 
the Bill enabling the Privy Council, on application of either 
Council, and, after considering representations made by 
both parties, to declare that a Qualifying Body is to forfeit 
the privileges conferred by the Bill. In any such case, the 
right of nomination to the Council would be lost and future 
membership would cease to be a qualification for obtaining 
a licence to practise as a Public Accountant. Similar pro- 
vision is made in the Clause for withdrawing the privileges 
conferred by registration on the members of a Recognized 
Body which has ceased to maintain the standards in respect 
of which registration was obtained. 

(11) The first meeting of the English Council will be 
convened by the President of the Institute of Chartered 
Accountants in England and Wales and that of the Scot- 
tish Council by the President of the Society of Accountants 
in Edinburgh. Subsequent meetings will be at the discre- 
tion of the Council, but at least one meeting must be held 
every three months to consider applications for licences 


and power is reserved to the President of the Council to 
convene for an extraordinary meeting (Clauses 9 and 19). 

(12) The method of voting is prescribed by Clause 11 
of the Bill. With certain specified exceptions, all matters 
coming before the Council for decision will be determined 
by a simple majority of those present and voting. The ex- 


ceptions are: 

(i) The granting of total or partial exemption from any 
of the conditions required for the issue of a licence; 

(ii) The granting or withholding of registration as a 
Recognized Body; 

(iii) The determination of the conditions under which 
persons who are not members of any body of Ac- 
countants can obtain licences to practise; 

(iv) The withdrawal of a licence to practise as a Public 
Accountant; 

(v) Any decision designed to maintain or improve the 
status and standards of professional qualifications 
of Public Accountants practising in the area of the 
Council concerned ; 

(vi) Any matter of common interest and concern to 
Public Accountants; 
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(vii) The making of representations to government de- 
partments and public authorities with reference to 
such matters; 

(viii) Any decision to take proceedings for an offence 
created by the Bill; 

(ix) The making of regulations. 

To prevent any possible abuse of the grant of total or 
partial exemption from the licensing conditions, any reso- 
lution proposing to grant such exemption must be passed 
by the unanimous votes of the members present and voting 
at the meeting. But in the case of the other exceptions 
from the general rule, it is considered that a three-fourths 
majority of the members present and voting will provide an 
adequate safeguard. 

(13) The Councils are empowered to appoint committees 
and, with the exception of the matters referred to in the 
preceding paragraph, to delegate to them any of their pow- 
ers and duties (Clause 14). 


B. Licensing Provisions 

(1) A full understanding of the provisions of the Bill 
dealing with the granting and withdrawal of licences to 
practise as Public Accountants requires some explanation 
as to the class of persons who will be brought within the 
scope of these provisions. A Public Accountant is defined 
in the Bill as meaning a person who carries on the practice 
of preparing, investigating, auditing or certifying balance 
sheets, profit and loss accounts, statements of income or 
expenditure or similar accounts and who in connection with 
that practice offers his services for reward to members of 
the public. As an accountant normally practising outside 
Great Britain, but making occasional visits to this country, 
might come within this definition, the Bill prescribes the 
additional condition of maintaining a place of business in 
Great Britain at which his services as a Public Accountant 
can be engaged. Moreover having regard to the functions 
analogous to those of an accountant, performed by solici- 
tors, bankers, stockbrokers, estate agents and others whose 
business or practice includes one or more of the activities 
referred to in the definition, an exemption is made for a 
person who, while not holding himself out to be a Public 
Accountant, performs any of the above functions as part of 
and as subsidiary to his principal business or practice. 
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Lastly a special exemption is inserted in the Bill (Clause 
40) for members of the Institute of Municipal Treasurers 
and Accountants and the Institute of Costs and Works Ac- 
countants. 

(2) In specifying the conditions required for the issue 
by each Council of a licence to practise as a Public Account- 
ant within its area (Clause 18), a distinction is drawn be- 
tween an original application, made on the day appointed 
for the issue of the licences, by a person previously in prac- 
tice and an application by a person who intends to set up 
in practice for the first time on a date after the coming 
into force of the licensing provisions. 

(3) An original applicant will have to satisfy the Coun- 
cil, to whom the application is made, that: 

(i) he intends to practise and to maintain a place of 

business within their jurisdiction; and 

(ii) he was, on the licensing date, in practice within 

their jurisdiction or, either for a period of five con- 
secutive years or at any time during the twelve 
months immediately preceding the licensing date, 
had been in practice as a Public Accountant. 

In the case of a member of a Qualifying or Recognized 
Body, no other qualification is required; but an applicant 
who is not a member of such a body will also have to satisfy 
the Council that he is a person of good repute and, for a 
period of five consecutive years, was either in practice as 
a Public Accountant or employed on accountancy work by 
a person in practice. Provision is made for an applicant, 
who was partly in practice and partly in employment, to 
aggregate the two periods. 

(4) A future applicant will have to satisfy the Council 
concerned that he intends to practise as a Public Account- 
ant within their jurisdiction and, if he is a member of a 
Qualifying or Recognized Body, that he has either served 
under Articles of Clerkship with a qualified accountant or 
been employed in a responsible position on accountancy 
work by a qualified accountant for a period of at least two 
and a half years. If, however, the applicant is not a mem- 
ber of a Qualifying or Recognized Body, he will also have 
to show, firstly that he is a person of good repute, secondly 
that he has attained the standard of professional skill pre- 
scribed by the Council’s regulations and thirdly that he has 
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been employed on accountancy work by a qualified account- 
ant for not less than nine years. It should be noted that 
the Council are precluded from prescribing, for persons 
who are not members of a Qualifying Body or a Recog- 
nized Body, a standard exceeding that required by any of 
the former bodies. 

(5) Special provision is made: 

(i) to assist persons whose career has been interrupted 
by war service by enabling them to count towards 
the periods prescribed by the Bill any period spent 
on war service, subject, however, to a minimum 
period of two years in practice or employment; 

(ii) to enable licences to be granted to persons whose 
qualifications were obtained outside Great Britain; 
and 

(iii) to enable the director of a limited company, carry- 
ing on business as Public Accountants before the 
appointed day, to obtain an original licence. 

(iv) for setting up Rolls of Public Accountants in Eng- 
land and Wales and in Scotland in which will be en- 
tered the names and addresses of all licencees. The 
Councils have a discretionary power of publication 
(Clause 17). 

(6) A person granted a licence by one Council will be 

entitled to demand a licence from the other (Clause 19). 

(7) To deal with special cases the Council are em- 
powered (subject to complying with the requirement as to 
a unanimous vote to relax either wholly or partly any of the 
conditions referred to above. 

(8) If the Council decide to refuse an application for a 
licence, written notice must be given to the person con- 
cerned who has a right of appeal to the High Court (Clause 
25). 

(9) Clause 22 of the Bill deals with the circumstances 
in which a licence must, or can be, withdrawn. In the case 
of a licence held by a member of a Qualifying or a Recog- 
nized Body, it is proposed to rely on the existing disciplin- 
ary powers of those bodies and to make withdrawal auto- 
matic, and not subject to any right of appeal, if the holder 
ceases to be a member of that body. In any other case, the 
Council is empowered to withdraw the licence, if the 
holder: 
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(i) has been convicted of a criminal offence; 

(ii) becomes of unsound mind; 

(iii) has been adjudged bankrupt or has made an ar- 
rangement with his creditors; or 

(iv) has been found on enquiry by the Council to have 
been guilty of professional misconduct. 

But the Council before withdrawing a licence on the 
grounds of professional misconduct, must hold an enquiry 
at which the holder is entitled either to be heard in person 
or to be legally represented. Should the Council decide not 
to hold an enquiry in the case of a withdrawal of a licence 
on any ground other than professional misconduct a holder, 
whose licence is to be withdrawn, has the right to make 
representations to the Council. 

(10) Irrespective of whether or not an enquiry has 
been held or representations have been made, a right of 
appeal to the High Court is conferred on any person, whose 
licence is withdrawn for any reason other than his having 
ceased to be a member of a Qualifying Body or a Recog- 
nized Body, similar to that conferred on a person whose 
application has been refused (Clause 25). 

(11) Notwithstanding the previous withdrawal of a 
licence the Council may grant a new licence to the former 
licence holder on the application, in the case of a former 
member of a Qualifying Body or a Recognized Body, of the 
person concerned at any time after he has been re-admitted 
to membership of that body, and in any other case, either on 
that of the former licence holder or on the motion of the 
Council which originally withdrew the licence (Clause 26). 

(12) On application to the Council in accordance with 
their regulations a licence will be renewable annually and 
will run from the date of issue, which will normally be 
January Ist, to the following December 31st, but to allow a 
period of grace if application is made between December 
31st and January 31st, the licence will be valid as from the 
first-mentioned date. The grant or renewal of a licence will 
be conditional on payment of such fee (not less than one 
guinea) as the Council’s regulations may prescribe. 

(13) Penalties are prescribed for procuring or attempt- 
ing to procure the grant or renewal of a licence by making 
a false representation (Clause 27), for failing to return to 
the issuing Council a licence that has ceased to be valid and 
for forging a licence (Clause 26). 
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(14) As from such day as may be appointed by Order 
in Council it is proposed by Clause 29 of the Bill to make it 
unlawful for an unlicensed person: 

(i) to take or use the name or title of “Public Account- 

ant”; 
(ii) to practise as a Public Accountant (for definition 
see paragraph B(1)), if in connection with that 
practice he maintains a place of business in Great 
Britain at which his services as a Public Account- 
ant may be engaged; 

(iii) to practise under any name or style containing the 
words “Public Accountant” ; 

(iv) wilfully to pretend to be licensed as a Public Ac- 
countant. 

Penalties are prescribed for offences against the Clause. 

(15) By clause 30 of the Bill it will be an offence for a 
body corporate to carry on business as Public Accountants, 
unless it was doing so before the appointed day, and any 
director or officer of that body who consents or connives 
at the commission of the offence or whose wilful neglect 
was responsible for such commission will, also, be guilty 
of an offence. 

(16) Lastly an unlicensed person will be prohibited by 
Clause 31 of the Bill from recovering in a Court of Law 
any costs incurred or charges made while acting as a Public 
Accountant. 

C. Finance 

(1) Provision is made in Clause 32 of the Bill for 
the regulation of the Council's finances. Each Council will 
be compelled to establish a fund into which all receipts, and 
from which all expenses, are to be paid. Borrowing pow- 
ers are conferred and investment limited to trustee securi- 
ties. 

(2) Provision is also made for the audit of the accounts 
of each Council (Clause 34), for a copy of the annual ac- 
counts to be supplied to each Recognized Body and to each 
body (including the Privy Council) represented on the 
Council (Clause 35). 

(3) By Clause 33 the Councils are empowered to pay 
travelling and subsistence allowances to their members and 
to fix the terms of remuneration of their employees. 
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D. Miscellaneous 

(1) This part of the Bill includes a power to each Coun- 
cil to make regulations generally for carrying out the pro- 
visions of the Bill and, in particular, for regulating their 
proceedings and meetings and for prescribing any examin- 
ation fees to be paid and the information to be supplied and 
the form of declaration to be made by an applicant for the 
grant or renewal of a licence (Clause 36). 

(2) The operation of the Bill is limited to Great Bri- 
tain, and, therefore, does not affect accountants whose prac- 
tice is confined to Northern Ireland, the Channel Islands 
or to the Isle of Man. Provision, however, is made for the 
Bill to be extended to Northern Ireland, if so resolved by 
the Parliament of Northern Ireland, subject to such adap- 
tations and amendments as may be necessary. 


The Research Director of the Association is 
Financial anxious to build up a large file of printed re- 
Statements ports of public companies and would like to 

be put on the mailing list of all public com- 
panies whether manufacturers, merchandisers, banks, trust 
and loan companies or others of a special type. He would 
be grateful if all members and readers would assist in this 
accumulation by suggesting to those companies within their 
ken that a real public service may be expected thereby. The 
address to be given is 


The Research Director, 

The Dominion Association of Chartered Accountants, 
10 Adelaide Street East, 

Toronto 1, Onatrio. 
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LEGAL DECISIONS 


RESPECTING THE INCOME WAR TAX ACT 
OF CANADA 


EXPENSES—WHEN DEDUCTIBLE 


Consolidated Textiles Limited, Appellant 
—and— 
The Minister of National Revenue, Respondent 
(The Exchequer Court of Canada, Thorson, J., 17th January 1947) 


The company was incorporated in August, 1938, to manufacture 
and sell lingerie fabrics, but did not go into full production until 14th 
October 1938. During the intervening period the company expended 
$6,201.71 on salaries and expenses in connection with the preparation 
of designs and patterns, weaving samples, making sales contracts, 
and so forth. Of this amount $885.92 was charged as an expense of 
the period ending 31st December 1938, and $5,135.79 was deferred to 
1939 operating expenses. This amount of $5,315.79 was added back 
to the 1939 taxable income as returned by the appellant when the 1939 
return was assessed. 

It was contended by the appellant’s auditor that, since the com- 
pany did not start active operations until 14th October 1938, and then 
carried on a limited business only for the balance of the year, it was 
sound accounting practice to apportion the amount in question over 
a fourteen-month period. It was further argued that, since these ex- 
penses had to be incurred in 1938 in the preparation of samples in 
order to sell goods in 1939, they should be regarded as a proper charge 
against 1939 revenues. 

HELD: “There is no doubt that the expenses in question were of 
such a nature as to be properly deductible; the only question is as 
to the year of their deductibility. The issue in the appeal is thus 
a very narrow one. Counsel for the appellant contended that there 
was nothing in section 6 (a) defining the time of the term ‘laid out 
or expended’; that if a disbursement or expense was wholly, exclusively 
and necessarily laid out or expended for the purpose of earning the 
income it was deductible from such income no matter when it was 
laid out or expended; that the deduction was allowable by good ac- 
counting practice and that since it was not excluded by the section 
it should be allowed. 

“There are a number of reasons why the appellant’s contention 
cannot be accepted. I am not at all convinced that the procedure follow- 
ed by it was wholly in accord with good accounting practice. There 
might be some justification from an accounting point of view in ap- 
portioning the 1938 operating expenses under discussion over the period 
of the business resulting from their expenditure in order to ascertain 
the true profit from such business, but if that is so and if the expendi- 
tures were made for the purpose of earning the income of 1939 and 
also of 1940, as the evidence indicates and the appellant claims, then 
it may be asked why the expenses were not apportioned over a longer 
period than was the case and a portion dealt with at the end of 1939 
as a deferred expense charge and then absorbed in the operating ex- 
pense account of 1940. On the appellant’s own argument it would not 
be entitled to the whole amount of the deduction in 1939. Moreover, 
it is hard to see how the appellant could also be entitled to deduct its 
1939 operating expenses for on the basis of its own argument some of 
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such expenses, for example, those made for designing new patterns 
and styles and weaving new samples, must have been incurred and 
paid for the purpose of earning the income of 1940 and subsequent 
years and should have been apportioned accordingly. It is obvious 
that it would be very difficult, if possible at all, to apportion operating 
expenses against the income from the business resulting from their 
expenditure and to allow their deduction only accordingly; at best 
such apportionment could only be an approximation dependent on the 
auditor’s opinion. I am unable to believe that Parliament could have 
intended that the deductibility of expenses should depend on such an 
indefinite factor. 

“But it is not necessary to settle the question of the soundness of 
the appellant’s accounting practice, for effect cannot be given to it for 
income tax purposes, no matter how sound it might be, if the Income 
War Tax Act provides, as I think it does, a different basis for the 
computation of income tax liability. Indeed, the very definition of 
taxable income in section 3 as ‘the annual net profit or gain or gra- 
tuity, . . . . directly or indirectly received’ is against the appellant’s 
contention. It is settled, I think, that the word ‘annual’ as applied to 
profit or gain or gratuity does not mean that the profit or gain or 
gratuity must necessarily be of a recurring nature from year to year, 
but rather that it is the profit or gain or gratuity of or in or during 
the year in respect of which the assessment is made..... And when 
the section speaks of the annual ‘net’ profit or gain or gratuity ‘re- 
ceived’ I think it must mean that the net is to be determined by de- 
ducting from the gross income received in or during the year the de- 
ductible disbursements or expenses laid out or expended in or during 
the same year. The taxable income of the year is the difference 
between the incoming receipts and the outgoing deductible expendi- 
tures of that year. 

“Moreover, there is a fallacy inherent in the appellant’s contention 
that because the 1938 expenses were laid out or expended for the pur- 
pose of earning the 1939 income they are deductible from it. It is nota 
condition of the deductibility of a disbursement or expense that it 
should result in any particular income or that any income should be 
traceable to it... . 

In my opinion, section 6(a) excludes the deduction of disburse- 
ments or expenses that were not laid out or expended in or during 
the taxation year in respect of which the assessment is made. This 
is, I think, wholly in accord with the general scheme of the Act, deal- 
ing as it does with each taxation year from the point of view of the 
incoming receipts and outgoing expenditures of such year and by 
the deduction of the latter from the former with a view to reaching 
the net profit or gain or gratuity directly or indirectly received in 
or during such year as the taxable income of such year. The Minister 
was, therefore, quite right in disallowing the deduction of the appel- 
lant’s 1938 expenses from its 1939 income, and no fault can be found 
with the assessment by reason of his so doing. The appeal from 
it must be dismissed with costs.” 



















































Anglo-Canadian Oil Company Limited, Appellant 
—and— 
The Minister of National Revenue, Respondent 
(The Exchequer Court of Canada, Cameron, J., 7th January 1947) 
This appeal covers two items. 
1. The company claimed as Capital Expenditures under Section 
90 of the Income War Tax Act the sum of $279,275.25 expended dur- 
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ing the period 1st May 1939 to 30th April 1940 in the development 
of two of its oil wells. The Minister disallowed $96,647.10 on the 
basis that while the costs of purchasing the casing and placing it in 
the ground were allowable as capital expenditures, the costs of pre- 
paring the hole for the casing were not. 

HELD: If equipment is to be installed there must be a suitable 
place in which to install it. In the case of an oil producing com- 
pany the pipeline and casing must be placed in a well and the well 
must first be dug. In the case of machinery it would no doubt be 
placed in a factory and the cost of such building and of the per- 
manently affixed machinery installed are within the Section. I see no 
reason for excluding the necessary work of excavation from the benefit 
of the provision of Section 90. 

On this point therefore the appellant must succeed. I find that 
all the capital costs mentioned in Ex. 7 (excepting item 32 for each 
well—rental of drilling rigz—and which were abandoned by the appel- 
lant) were capital costs within the meaning of Section 90 and should 
have been allowed by the respondent as deductions from tax to the 
extent and in the manner mentioned in the Section. 

2. In its return for 1939 the company claimed as expenses the 
amount of $5,469.25 covering legal and travelling expenses incurred in 
presenting a brief to the Income Tax Department in respect of allow- 
ances to be made in connection with the drilling of oil wells. These 
expenses were disallowed by the Minister under Section 6(1)(a) of 
the Income War Tax Act. After production had started in 1939 the 
company filed tentative income tax returns claiming the same allow- 
ances for the recovery of capital costs, depreciation and depletion as 
they requested in their brief. These returns were adjusted later in 
accordance with a ruling received in July 1939. 

HELD: “Expenditures to be deductible must be directly related to 
the earning of income from the trade or business concerned 
business of the company is the production and sale of oil. Depreciation 
and depletion could have been ascertained under the existing legis- 
lation and regulations but what the appellant and its associates wanted 
to secure was an improvement in their tax position and one that would 
endure throughout the life of the project. It was for that purpose 
that they stressed the necessity of ascertaining the special declination 
factor throughout the area. The expense was not incurred in the 
process of profit earning, but in the process of conserving and retain- 
ing the profits which had been earned and was an expense incurred 
once and for all. 

If it be the case, as suggested by counsel for the appellant, that 
the appellant and others who joined in the brief wanted to ascertain 
what portion of the sales of the product of the wells could be consid- 
ered as capital return—as is evidenced by the fact that what was 
asked for therein was the preservation of capital disbursements and 
increased depreciation and depletion allowances — then it follows, I 
think, that the outlay had to do with the preservation or protection 
of a capital asset, and it would therefore, as a capital outlay, be dis 
allowed under Section 6(1)(b) .... I would allow the appeal as to 
the claims made under Section 90 of the Act and disallow the appeal 
as to the claims for legal and travelling expenses. The appellant is 
entitled to his costs, such costs, in my view, not having been materially 
increased by reason of the claim in which the appellant is unsuccess 
ful.” 
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STUDENTS’ DEPARTMENT 


J. E. SMYTH, C.A., Editor 


NOTES AND COMMENTS 


Your new editor does not wish to embarrass his pre- 
decessor, but he does feel that the many followers of this 
department would have it no other way than that in this 
one sentence there should be both a motion of gratitude 
to him for the useful instruction contained in these pages 
during the past seventeen years, and a motion of regret at 


his resignation. 
oe fe * 


The idea of “working capital” is rather intriguing be- 
cause of the repercussions it has upon the selection of items 
for description as “current assets” and “current liabilities” 
on a balance sheet. The mere capacity of being exchange- 
able readily for cash without loss (“liquidity”) no longer 
seems to be enough to qualify an item as a current asset. 


What about cash and marketable securities held by a sink- 
ing fund trustee? Again, Professor Paton mentions the 
cash proceeds of an issue of securities which are only in 
the bank pending their use in the acquisition of fixed assets. 

On the other hand, just because an amount is payable 
in the near future is no reason for inevitably calling it a 
“current” liability. The inclusion among current liabilities 
of sinking fund bonds maturing during the coming year 
can neither be consistent nor justified when the funds avail- 
able for their redemption are not included in the current 
assets. A similar situation arises where bonds are soon to 
mature and it is the intention to refund them by a new 
issue. 

A. current liability then is a present obligation payable 
in the following fiscal period, the funds for the settlement 
of which are included in present current assets (except in 
bankruptcy !). 

+. 7 * 

We suspect that most accountants would prefer the term 
“present obligations” to “expected payments” in their 
definition of liabilities, because the only expected payments 
accountants are generally prepared to recognize are those 
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obligations which have resulted in the past in benefits to the 
business in question. The essential thing about a liability 
from the accounting point of view seems to be that some 
compensating advantage has already accrued to the debtor 
business. Debit assets (or expenses), credit liabilities we 
say. And so liabilities are fewer in number than expected 
payments; if they were not, we should have to include ex- 
pected receipts (in addition to present accounts receivable) 
among the current assets. 

Still, the matter does not end here. The legal concept 
of a “contract” means that the consequences of future com- 
mitments at a predetermined price, if important, cannot 
or should not be ignored in preparing a balance sheet— 
even though the benefits have not been received. A for- 
ward purchase commitment in respect of raw materials 
raises problems of presentation when by the balance sheet 
date the market price of the raw materials is showing a 
decided tendency to diverge from the contract price. Should 
a provision be made for probable loss? 

We recalled that Professor Smails refers to this matter 
in his Auditing. At page 151 he writes, “Apart from any 
considerations of profit or loss if (as will often be the case, 
particularly in seasonal trades or industries) purchase 
commitments at the date of the balance sheet are such as 
will involve substantial outlays in the near future, the 
utility of the balance sheet as an instrument of financial 
control is greatly enhanced, if such commitments are en- 
tered at their face amount both as current assets and as 
current liabilities.” 

Along similar lines it was interesting to read in the 
“Review of the Dominion Companies Act’’, which appeared 
in our December issue of THE CANADIAN CHARTERED AC- 
COUNTANT, a proposed addition to Section 112 which would 
require, among other matters, a note on the balance sheet 
to indicate “the amount or estimated amount of commit- 
ments for capital expenditure, if material, so far as not 
provided for in the balance sheet”. (Subsection 4(c) of 
the Draft Act). 

bd * * 

We know a professor in Toronto who hinted in class (to 
no avail, he says) that bonds may in their lifetime have a 
spiritual experience because they are capable both of re- 
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demption and conversion. We take it that his assertion 
would apply equally to all bonds regardless of their de- 
nomination, though no doubt only the more mature ones 
would be interested. 


* A * 


PROBLEMS AND SOLUTIONS 

THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 

Solutions presented in this section are prepared by practising 
members of the several provincial institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
FINAL EXAMINATION, DECEMBER 1946 


Accounting I, Question 3 (30 marks) 

The directors of the General Trading Corporation are contem- 
plating a change in its capital structure with a view to reducing the 
fixed dividend charges on its 7% preferred stock. 

The present capitalization of the Company is as follows: 

Authorized Issued 
7% cumulative redeemable preferred, par 

value $100 share—redeemable at 105 .. 5,000shares 3,000 shares 
6% non-cumulative preferred stock, par 

ee ee ere 5,000 shares 2,000 shares 
Common stock, no par value .............. 25,000 shares 10,000 shares 


The following alternatives have been suggested to provide the 
necessary funds to redeem the 7% preferred stock: 

(1) Issuance of $300,000 20-year 5% first mortgage bonds at 95. 

(2) Offering of rights to common shareholders to purchase one 
and one-half shares of common stock for each share now 
held, at the stated value of $20 per share. 

(3) Offering of rights to common shareholders to purchase one 
share of 6% preferred stock at par and one share of common 
stock at the stated value of $20 per share for each two shares 
now held. 

The present preferred stock and common stock were issued at 
par or at the above stated value respectively at the time of incorpora- 
tion. 

The common stock is presently on a $1 dividend basis and it is 
expected that this rate will remain unchanged whether or not any 
additional common stock is issued. 

The annual net profits of the Company before income and excess 
profits taxes have averaged $75,000. As the business is a very stable 
one it is estimated that there will be no very pronounced variation 
from this average in the future. You may assume that the rate of 
income and excess profits taxes for the company will remain at 40%. 

The directors request you to prepare a statement showing the 
effect of these alternative projected changes upon the earnings ap- 
plicable to common stock. They wish to be satisfied that a saving 
can be effected before proceeding with the necessary arrangements so 
that the new capitalization may be effective from 1st January 1947. 
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Required: 
Prepare the statement required and draft the letter of transmittal 
you would write to accompany the statement and interpret the figures 


therein. 


SOLUTION 
GENERAL TRADING CORPORATION 
STATEMENT OF NET PROFIT AND DIVIDEND DISTRIBUTION 
Twenty years ending 3lst December 1966 





Plan No. 3 
Substituting 
Plan No. 2 Common Stock 
Plan No. 1 Substituting and 6% 
Present Substituting Common Preferred 
Capitalization Bon Stock Stock 
Annual profits—20 years $1,500,000. $1,500,000. $1,500,000. $1,500,000. 
Interest on bonds ...... 300,000. 
1,500,000. 1,200,000. 1,500,000. 1,500,000. 
Federal income tax—40% 600,000. 480,000. 600,000. 600,000. 
900,000. 720,000. 900,000. 900,000. 
‘Discount on bonds .... 15,000. 
Premium on redemption 
of preferred stock ... 15,000. 15,000. 15,000. 
— 30,000. 15,000. 15,000. 
900,000. 690,000. 885,000. 885,000. 
Preferred stock dividends— 
7% Preferred stock .. 420,000. 
6% Preferred stock .. 120,000. 120,000. 120,000. 420,000. 
540,000. 120,000. 120,000. 420,000. 
Profit available for 
common stock ....... 360,000. 570,000. 765,000. 465,000. 
Dividend at $1.00 per 
SE. “Siete ewawaiels simi 200,000. 200,000. 500,000. 300,000. 


Net transfer to surplus. $ 160,000. $ 370,000. $ 265,000. $ 165,000. 


Annual average profit 

available for common 

ae re $ 18,000. $ 28,500. $ 38,250. $ 23,250. 
Annual per share earn- 

ings applicable to com- 

UNO 66 esses $ 1.80 $ 2.85 $ 1.53 $ 1.55 


The letter of transmittal should point out that plan No. 1 results 
in both a greater per share earning for common shareholders and a 
greater net transfer to surplus than either of the other two plans and 
providing a market can be found for the bonds at the price stated it 
should presumably be adopted. 
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PROBLEM II 
FINAL EXAMINATION, DECEMBER 1946 


Accounting II, Question 6 (20 marks) 


The General Manufacturing Company produces an article for which 
the following standard cost has been established: 


Material 8 pounds @ $1 per pound 
Labour 10 hours @ $1 per hour 
Factory service 8 hours @ $2 per hour 


During the month of December 5,000 articles were produced. The 
records show the following manufacturing costs: 


NE EN oo ao cats o> x's a sie. ps ore ce Be 6S Siw wear eels $46,200 
Labour, 51,000 hours 

Indirect labour 

Factory superintendence 

Factory supplies 


Repairs and maintenance 

Depreciation machinery 

Rent of factory building 

Taxes on machinery 

Insurance on machinery 

Workmen’s compensation 

Sundry factory expenses 

The factory service hours totalled 41,000. 


Required: 
Prepare a statement comparing actual with standard costs and 
analyse variances as to price, quantity and use (where applicable). 


SOLUTION 


General Manufacturing Company Limited 
Statement of Variances for December 
Standard Costs and Actual Costs 


Standard Actual Variances 
Per 


Amount Per Unit Amount Per Unit Amount Unit 

Material $ 40,000.00 8 Ib. @ $1 $ 8.00 42,000 Ib. $ 46,200.00 $ 9.244-$6,200.00+-$1.24 

Labour 50,000.00 10 hr. @ $1 10.00 51,000 hr. 52,000.00 10.40-+ 2,000.00+ .40 
Factory 

Service ... 80,000.00 8 hr. @ $2 16.00 41,000 hr. 77,100.00 15.42— 2,900.00— .58 


$170,000.00 $34.00 $175,300.00 $35.06 $5,300.00-+-$1.06 
Production.... 5,000 


Analysis of Variances 

Material increased $1.24 per unit 
Standard 8 Ibs. @ $1.00 
Actual 8.4 lbs. @ 


Price j 
Quantity .40 
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Labour 
Standard 10 hrs. @ $1.00 
Actual 10.2 hrs. @ 


Per hour cost’ .20 
Increased hours .20 
Factory service 
Standard 8 hrs. @ $2.00 
Actual 8.2 hrs. @ 


Reduced 
Per hour cost reduced .98 
No. hours increased 


DISCUSSION OF PROBLEM SOLUTION OCTOBER ISSUE, 1946, 
PROBLEM II 


Edmonton, Alberta, 
January 25, 1947. 


Dear Sir, 

I had occasion to review the solution to Accounting III, Question 1 
of the Final examination, December 1945, which was presented in the 
October 1946 issue of THE CANADIAN CHARTERED ACCOUNTANT and a 
variance has arisen which appears to be fundamental. 

The point in question is whether or not the profit made by A 
Company Limited-on the sale of the investment in B Company Limited 
on June 30, 1944, should be reflected in the Consolidated Surplus of 
A Company Limited. From the solution which was presented it would 
appear that this item was not considered in the determination of the 
item of Goodwill (Net excess purchase consideration). 

Yours very truly, 
J. D. CAMPBELL. 
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